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To  the  Reader: 


Welcome  to  the  Division  of  Banks'  (Division)  revised  Regulatory  Bulletin  Manual.  Prior  to  the 
release  of  this  Manual  (formerly  known  as  the  Administrative  Bulletin  Manual),  the  Division  undertook 
an  extensive  review  of  all  former  Administrative  Bulletins  to  ensure  their  continued  relevance.  As  part  of 
this  review,  many  related  bulletins  were  combined;  five  bulletins  were  rescinded;  while  all  others  were 
updated. 

In  addition,  the  Division  has  completely  recodified  the  Manual  from  previous  editions  into  a  more 
meaningful  order  both  by  type  of  institution  covered  as  well  as  by  the  functional  subject  matter.  Please 
refer  to  the  Executive  Summary  for  a  review  of  the  individual  bulletins  as  well  the  new  numbering 
system. 

Concurrent  with  the  release  of  this  Manual,  the  Division  is  also  issuing  an  historical  digest  of 
opinions  issued  prior  to  1992.  These  opinions  were  previously  contained  within  the  Administrative 
Bulletin  Manual. 

Please  note  that  the  regulations  of  the  Division  are  codified  at  209  Code  of  Massachusetts 
Regulations  (CMR).  As  with  all  regulations  of  state  agencies,  those  regulations  are  published  by  the 
Office  of  the  Secretary  of  State  and  may  be  purchased  through  the  State  House  Bookstore. 

We  hope  that  you  will  find  this  Manual  both  useful  and  easy  to  use.  You  are  also  invited  to  visit 
the  Division's  Web  site  at  www.state.ma.us/dob,  where  we  intend  to  post  the  Manual.  As  always,  we 
welcome  your  suggestions  on  additional  ways  to  improve  the  Manual.  You  may  call  the  Division's  Legal 
Unit  at  (617)  727-3145,  extension  320. 


Very  truly  yours, 


Thomas^.  Curry 
Commissioner  of  Banks 
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*    Designates  a  new  bulletin. 

**  Designates  a  substantially  revised  bulletin. 


FOREWORD 

It  is  the  position  of  the  Division  of  Banks  (the  "Division")  that  the  adoption  of  this 
Regulatory  Bulletin  Manual  shall  not  negate  any  previous  position  of  the  Division  recorded 
in  an  advisory  opinion  or  otherwise,  unless  and  until  the  Division  expressly  changes  such 
position  in  writing. 
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Regulatory  Bulletin  Manual 

Executive  Summary 

Introduction 

The  Division  has  completed  its  review  of  all  the  former  Administrative  Bulletins  ("  AB")  and  made  several 
changes  and  additions.  First,  the  former  bulletin  numbering  system  was  replaced  by  one  which  is  ordered  both  by 
applicability  (banks,  credit  unions,  and  licensees)  as  well  as  by  the  functional  type  of  bulletin  (General,  Safety  and 
Soundness,  and  Compliance  and  Community  Affairs).  A  new  name,  Regulatory  Bulletin  ("RB")  Manual  and 
uniform  format  were  also  adopted  to  provide  greater  clarity  and  consistency.  All  existing  bulletins  were  also 
reviewed  to  ensure  that  they  continued  to  be  relevant  to  the  applicable  financial  institutions. 

Upon  its  review,  the  Division  rescinded  former  AB  18-8  regarding  credit  unions  offering  repurchase 
agreements;  AB  19-4B  regarding  credit  union  rental  of  safe  deposit  vaults  and  boxes,  AB  25-1  regarding 
temporary  branch  office  closings,  AB  26-1  regarding  the  issuance  of  subordinated  debt  securities  to  meet 
regulatory  capital  requirements,  and  AB  31-1  regarding  non-federally  insured  credit  unions  use  of  state  certified  or 
licensed  appraisers.  Additionally,  several  sets  of  related  bulletins  were  combined  into  single  bulletins.  In  certain 
bulletins,  substantive  changes  were  made  to  reflect  statutory  changes,  changes  in  policy,  or  simply  to  provide 
greater  clarity.  However,  no  substantive  changes  were  made  to  several  bulletins.  In  order  to  clarify  the  changes 
made,  the  Division  has  also  added  Conversion  Tables  to  the  Regulatory  Bulletin  Manual  which  show  the  former 
AB  numbers  next  to  their  new  RB  numbers,  and  vice  versa. 

Four  new  policies  were  also  added  to  the  RB  Manual:  RB  1.1-103,  Advisory  Opinion  and  Approval 
Requests;  RB  1.1-104,  Public  Information  Requests;  RB  1.3-102,  Truth-In-Lending  Reimbursement  Guidelines; 
and  RB  2.3-103,  Alternative  CRA  Examination  Procedures  (for  institutions  with  High  Satisfactory  or  Outstanding 
CRA  ratings).  Modifications  or  rescission  of  existing  ABs,  does  not  negate  any  previous  position  of  the  Division 
rendered  in  an  advisory  opinion  or  otherwise,  unless  and  until  the  Division  expressly  changes  such  position  in 
writing. 

Summary  of  Changes 

Examination  Policies  and  Procedures  -  RB  1.1-101  combines  the  former  AB  5-2  and  AB  5-3.  This  Bulletin  has 
been  expanded  to  set  forth  all  of  the  Division's  Examination  Policies  and  Procedures  (Examination  Scheduling 
Policy,  Initial  Examination  Contact  Policy,  On-Site  Examination,  Examination  and  Exit  Meeting,  Board  Meetings, 
Issuance  of  Report  of  Examination,  Availability  of  Reports  of  Examination,  Rating  System,  Appeal  Process, 
Regional  Offices)  as  they  apply  not  only  to  state-chartered  banks  and  credit  unions  but  also  to  the  Division' s 
licensees.  Also,  this  Bulletin  addresses  the  confidentiality  and  availability  of  Reports  of  Examination,  as  well  as 
the  disclosure  of  composite  and  component  ratings. 

Conflict  of  Interest  Policy  -  RB  1.1-102  combines  the  former  AB  5-6,  AB  7-1  and  AB  9-2.  This  Bulletin  clarifies 
that  employees  of  the  Division  may  only  obtain  credit  from  non-FDIC  insured  state-chartered  institutions,  non- 
bank  creditors,  federally-chartered  institutions  or  out-of-state  lenders.  However,  any  such  permissible  borrowings 
by  Division  employees  must  receive  prior  approval  from  the  Division. 

Advisory  Opinions  and  Approval  Requests  -  RB  1.1-103  recites  internal  policies  on  the  filing  procedures  for 
requesting  an  advisory  opinion  or  applying  for  an  approval  from  the  Division.  The  requirements  set  forth  in  this 
Bulletin  are  intended  to  expedite  the  Division's  issuance  of  opinions  and  approvals  on  a  timely  basis. 

Public  Information  Requests  -  RB  1.1-104  recites  internal  policies  on  the  procedures  for  requesting  public 
information  from  the  Division  and  sets  forth  certain  frequently  requested  documents,  as  well  as  exceptions  to  the 
statute  requiring  disclosure  of  public  information. 

Adjustable  Rate  Mortgage  Loans  -  RB  1.3-101  is  a  reformatting  of  former  AB  13-2C  regarding  Adjustable  Rate 
Mortgage  Loan  Price  Structure,  Loan  Options,  Interest  Rate  Adjustments,  Payment  Adjustments,  Product  Design 
and  Application,  Disclosure  Requirements,  and  Reverse  Mortgages,  with  no  substantive  changes  made. 


Truth-In-Lending  Reimbursement  Guidelines  -  RB  1.3-102  is  a  new  Bulletin  setting  forth  the  Division's  policy 
on  reimbursements  for  Truth-in-Lending  Violations.  This  Bulletin  provides  guidelines,  methods,  and  special 
disclosures  for  calculating  adjustments  in  regard  to  the  restitution  required  to  consumer  borrowers  under 
Massachusetts  General  Laws  chapter  MOD.  The  Bulletin  also  provides  guidance  in  the  case  of  obvious  error  and 
sets  forth  a  de  minimis  rule  when  an  adjustment  would  total  less  than  one  dollar.  Finally,  the  Bulletin  provides  for 
a  corrective  action  period  and  exempts  creditors  who  notify  debtors  and  adjust  any  disclosure  errors  within  sixty 
days  of  discovering  such  errors. 

Consumer  Protection  and  Fair  Lending  Examinations  -  RB  1.3-103  lists  various  consumer  protection  laws  with 
which  state-chartered  financial  institutions  must  comply.  The  Bulletin  is  a  restatement  of  former  AB  5-9  and 
reflects  the  repeal  of  the  Massachusetts  Commission  Against  Discrimination's  regulations  at  804  CMR  7.00. 
Audit  Policy  Requirements  -RB2. 1-101  combines  the  former  AB  1-3,  Audit  Policy,  AB  1-4,  Directive  Relative 
to  Minimum  Standards  of  Performance  for  Auditing  Committee  Members,  and  AB  22-1  A,  Verification  of  Savings 
Accounts. 

Insider  Transactions  -  RB  2.1-102  is  a  restatement  of  former  AB  9-1  which  attempts  to  conform  the  RB  in 
conjunction  with  the  federal  Regulation  O  to  the  extent  permitted  by  controlling  State  law  provisions.  The  Bulletin 
sets  forth  State  requirements  which  are  more  protective  than  Regulation  O  and  thus  control  in  applicable 
situations,  but  by  incorporating  the  Division's  Opinion  #  93-096  this  Bulletin  also  provides  an  exception  for 
covered  contracts  or  services  in  regard  to  intercompany  transactions. 

Annual  Report  Filing  -  RB  2.1-103  consolidates  all  of  the  Division's  call  report  requirements  by  combining  the 
former  AB  29-1,  AB  29-2  and  AB  29-3.  This  Bulletin  also  eliminates  the  requirement  that  all  reports  be  filed  in 
duplicate. 

Expedited  Branch  Office  Application  Procedures  -  RB  2.1-104  is  a  restatement  of  the  former  AB  36-1  setting 
forth  the  expedited  application  procedures  and  fees  for  branch  office  openings  and  relocations. 

Investment  Policy  Minimum  Requirements  -  RB  2.2-101  governs  investments  and  combines  the  former  AB  3-2, 
AB  6-2  and  AB  9-5.  This  Bulletin  applies  to  all  state-chartered  banks  and  credit  unions  and  sets  forth  certain 
requirements  for  their  investment  policies  in  areas  such  as  Quality,  Control,  Maturity^  Diversification, 
Marketability  and  Income. 

Management  Information  Systems  Examinations  -  RB  2.2-102  restates  the  former 

AB  5-8 A.     This  Bulletin  provides  the  website  address  where  the  Division's  list  of  records  to  be  kept  for 

Management  Information  Systems  Exams  may  be  found.  This  Bulletin  also  requires  a  signed  Letter  of  Assurance 

from  any  servicer  or  software  vendor  acknowledging  that  their  services  will  also  be  subject  to  examination  by  the 

Division. 

Exclusive  Leases  and  Other  Restrictive  Agreements  -  RB  2.2-103  restates  the  former  AB  9-3.  This  Bulletin 
retains  and  clarifies  the  Division's  policy  prohibiting  exclusive  lease  or  other  restrictive  agreements  involving 
state-chartered  banks  or  credit  unions. 

Community  Reinvestment  and  Fair  Lending  Policy  -  RB  2.3-101  restates  the  former  AB  5-10  with  the  same  title 
without  making  any  substantive  changes. 

CRA  Ratings  Policy  -  RB  2.3-102  restates  the  former  AB  5-11  entitled,  Policy  Statement  Relative  to  CRA 
Ratings,  without  making  any  substantive  changes. 

Alternative  CRA  Examination  Procedures  -  RB  2.3-103  establishes  the  Division's  internal  policy  for  alternative 
CRA  examinations  in  regard  to  banks  and  credit  unions  who  received  a  rating  of  "High  Satisfactory"  or 
"Outstanding"  at  their  most  recent  CRA  examination  either  by  the  Division  or  the  FDIC  pursuant  to  the  statutory 
requirements  of  Massachusetts  General  Laws  chapter  167,  §  14,  as  amended  by  Chapter  238  of  the  Acts  of  1996. 
This  Bulletin  permits  such  well-rated  institutions  to  be  examined  on  an  18  or  36  month  cycle  depending  upon 
which  regulator  conducted  the  most  recent  CRA  examination. 
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School  Bank  Program  -  RB  2.3-104  combines  the  former  AB  23-1  and  AB  23-2  and  sets  forth  four  options  by 
which  school  bank  programs  may  be  established. 

Certificate  of  Deposit  and  Money  Market  Account  Advertising  Guidelines  - 

RB  2.3-105  restates  the  Fair  Advertising  Guidelines  of  former  AB  30-1.  This  Bulletin  applies  to  certain  deposit 
accounts  in  conjunction  with  Massachusetts  General  Laws  chapters  HOD  and  140E,  as  well  as  the  provisions  of  12 
U.S.C.  4301  and  12  CFR  230. 

Deposit  Return  Item  Fees  -  RB  2.3-106  establishes  the  maximum  allowable  fee  at  $2.66  for  processing 
dishonored  checks  of  certain  consumer  deposit  accounts  pursuant  to  Massachusetts  General  Laws  chapter  167D.  § 
2,  and  chapter  171,  §  41A  as  amended  by  Chapter  178  of  the  Acts  of  1997. 

Supervisory  Stock  Conversion  Bank  Equity  Value  Standard  -  RB  3.1-101  restates  the  former  AB  34-1,  Policy 
Statement  on  Determining  the  Equity  Value  of  a  Bank  in  a  Supervisory  Stock  Conversion,  without  making  any 
substantive  changes. 

Reserve  Requirements  for  State-Chartered  Stock  Banks  -  RB  3.2-101  restates  the  former  AB  18-3  with  the 
same  title  without  making  any  substantive  changes. 

Guidelines  for  "18-65"  Accounts  -  RB  3.3-101  combines  the  former  AB  24-1  and  AB  24-2  and  adds  new 
Questions  and  Answers  based  upon  opinions  issued  by  the  Division.  This  Bulletin  also  provides  answers  to 
commonly  asked  questions  regarding  which  accounts  are  subject  to  the  '"18-65"  Law,  which  depositors  are  eligible 
for  those  accounts,  what  types  of  fees  are  covered,  and  which  notice  and  registration  requirements  are  applicable. 

Loans  &  Fees  to  Officers  and  Directors  -  RB  4.1-101  restates  the  former  AB  9-1  A,  Directive  Governing  Loans 
and  Fees  to  Credit  Union  Officers,  Directors  and  their  Related  Interests,  without  making  any  substantive  changes. 

Investment  in  Foreign  Government  Bonds  -  RB  4.1-102  restates  the  former  AB  9-6,  Credit  Union  Investment  in 
Foreign  Government  Bonds,  without  making  any  substantive  changes. 

Fidelity  Bond  Coverage  Requirements  -  RB  4.1-103  combines  the  former  AB  28-1  and  AB  28-2  regarding 
Credit  Union  Minimum  Fidelity  Bond  Coverage  Requirements  and  Notice  of  Termination,  without  making  any 
substantive  changes. 

Membership  By-Law  Amendments  -  RB  4.1-104  restates  the  former  AB  35-1,  Application  and  Drafting 
Guidelines  for  Amending  Credit  Union  By-Laws  Relative  to  Membership,  without  making  any  substantive 
changes. 

Loan  Loss  Reserve  Requirements  -  RB  4.2-101  restates  the  former  AB  2-1A.  This  Bulletin  retains  the 
requirement  that  a  credit  union's  loan  loss  reserve  be  calculated  according  to  generally  accepted  accounting 
principles  ("GAAP")  or  as  othewise  directed  by  the  Commissioner. 

Minimum  Regulatory  Capital  Standards  -  RB  4.2-102  restates  the  former  AB  32-1,  with  the  same  title  without 
making  any  substantive  changes  to  the  minimum  regulatory  capital  requirements  for  credit  unions. 

Residential  Mortgage  Loan  Underwriting  -  RB  4.2-103  restates  the  former  AB  33-1,  Policy  Statement  on 
Residential  Mortgage  Loan  Underwriting  By  Credit  Unions,  without  making  any  substantive  changes. 

Adjustable  Rate  Personal  Loans  -  RB  4.3-101  restates  the  former  AB  27-1,  Memorandum  On  Adjustable  Rate 
Personal  Loans,  without  making  any  substantive  changes. 

Enforcement  Policy  For  Unlicensed  Entities  -  RB  5.1-101  restates  the  former  AB  37-1  with  the  same  title 
without  making  any  substantive  changes. 
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Former  ABs  Rescinded  Upon  Publication  Of  The  Regulatory  Bulletin  Manual: 

AB  18-8  -  Directive  Relative  To  Reverse  Repurchase  Agreements  Offered  By  State-Chartered  Credit  Unions.  This 
bulletin  was  rescinded  in  favor  of  a  more  general  Regulatory  Bulletin  on  sound  investment  policies. 

AB  19-4B  -  Rental  Of  Safe  Deposit  Vaults  And  Boxes  By  State-Chartered  Credit  Unions. 

This  Bulletin  has  been  rescinded  due  to  changes  implemented  by  209  CMR  4.00  which  incorporates  federal  law  on 

bank  safety  measures. 

AB  25-1  -  Guideline  Relative  To  The  Temporary,  Non-Mandatory  Closing  Of  Bank  Offices.  This  Bulletin  was 
initially  issued  to  provide  bank's  with  notice  of  a  change  in  law  and  is  no  longer  applicable  as  banks  have  had  such 
notification  for  over  ten  years. 

AB  26-1  -  Directive  Governing  The  Issuance  Of  Subordinated  Debt  Securities  For  Consideration  In  Meeting 
Regulatory  Capital  Requirements.  This  Bulletin  is  no  longer  applicable  due  to  changes  in  FDIC  regulatory  capital 
requirements. 

AB  31-1  -  Directive  Governing  The  Use  Of  State  Certified  Or  Licensed  Appraisers  By  Non-Federally  Insured 
Credit  Unions.  This  Bulletin  is  no  longer  applicable  because  all  state-chartered  credit  unions  are  now  required  to 
be  federally  insured  by  the  N.C.U.A. 


vni 


TABLE  A 


Regulatory  Bulletins  -  Administrative  Bulletins 


Ret  No, 


Regulatory  Bulletin 
Examination  Policies  and  Procedures 


Ref.No. 


Administrative  Bulletin 


11-101 


5-2 
5-3 


Safety  and  Soundness  Examination 
Policies  and  Procedures 
Availability  of  Examination  Reports 
for  Individual  Study  by  Directors  and 
Trustees  of  State  Chartered  Financial 
Institutions 


1.1-102 

Conflict  of  Interest  Policy 

5-6     ; 

7-1 
-9-2 

pi  Loans  to  Examiners 
:  Conflict  of  Interest  -  Gifts 
:  Deleted 

1.1-103 

Advisory  Opinions  and  Approval  Requests 

Reciting  internal  Division  policies 

1.1-104 

Public  Information  Requests 

Reciting  internal  Division  policies 

1.3-101 

Adjustable  Rate  Mortgage  Loans 

13-2C 

Memorandum  On  Adjustable  Rate 
Mortgage  Loans 

L3-102 

Truth-In-Lending  Reimbursement  Guidelines 

New  issuance 

1.3-103 

Consumer  Protection  and  Fair  Lending 
Examinations 

5-9 

Equal  Credit  Opportunity  Examination 

21-101 


Audit  Policy  Requirements 


1-4 


22-1A 
9-1 


Mutual  Banks  and  Credit  Unions 
Directive  Relative  to  Minimum 
Standards  of  Performance  for  Members 
of  the  Auditing  Committee  of  Mutual 
Savings  Banks  and  the  Finance 
Committees  of  Mutual  Co-Operative 
Banks 

Verification  of  Savings  Accounts 
Insider  Transactions 
(incorporating  Opinion  #  93-096) 
Directive  Governing  the  Filing  of 
Annual  Call  Reports  by  State- 
Chartered  Financial  Institutions 
Filing  of  Annual  Call  Reports  by  State- 
Chartered  Financial  Institutions  On 
Their  Activities  Under  the  Community 
Reinvestment  Act 
Directive  Governing  the  Filing  of 
Annual  and  Semi-Annual  Reports  by 
State-Chartered  Credit  Unions 
Expedited  Branch  Office  Application 
Procedures  for  Banks  and  Credit 
Unions  with  "Outstanding"  CRA 
Ratings 

Covered  Call  Options 
Forward  Placement  or  Delayed 
Delivery  Contracts 
Directive  Relative  to  Investment  in 
Interest  Rate  Futures  by  State 
Chartered  Banks 

Electronic  Data  Processing  Services 
Directive  on  Exclusive  Leases  and 
Other  Restrictive  Agreements 
Community  Reinvestment  and  Fair 
Lending  Policy 


2.1-102 


Insider  Transactions 


Annual  Report  Filing 


29-1 


29-2 


29- 


2.1-104 


Expedited  Branch  Office  Application  Procedures       36-1 


2.2-101 


Investment  Policy  Minimum  Requirements 


3-2 
6-2 

9-5 


2.2-l02_        Management  Information  Systems  Examinations  5-8 A 

2.2-103  Exclusive  Leases  and  Other  Restrictive  9-3 

Agreements 

2.3-101  Community  Reinvestment  and  Fair  Lending  5-10 

Policy 


IX 


Refc  No.                                  Re^atory  Bulletin  Ref.  No. 

2.3-102           CRA  Ratings Policy  5-11 

;  2.3-103  Alternative  CRA  Examination  Procedures 

2.3-104           School  Bank  Program  :  23-1 " 

23-2 

23-105        \  Certificate  of  Deposit  and  Money  Market  30-1 
Accounts  Advertising  Guidelines 

2  3rI06     i      Deposit  Return  Item  Fees 

3  1-101           Supervisory  Stock  Conversion  Bank  Equity  Value  34-1 

Standard 

3.2-101           Reserve  Requirements  for  State-Chartered  Stock  18-3 

Banks 

33-101           Guidelines  'fo7''T8^65""Accounts  ■■■—■»■•. 


Administrative  Bulletin 


4.1-101 


4.1-102 


:4.1-103 


4.1-104 


4.2-101 


4.2-102 


4.2-103 


43-101 


5.1-101 


Loans  &  Fees  to  Officers  and  Directors 


Investment  in  Foreign  Government  Bonds 


Fidelity  Bond  Coverage  Requirements 


Membership  By-Law  Amendments 


Loan  Loss  Reserve  Requirements 


Minimum  Regulatory  Capital  Standards 


Residential  Mortgage  Loan  Underwriting 


Adjustable  Rate  Personal  Loans 


Enforcement  Policy  for  Unlicensed  Entities 


24-2 

..„_.. 

28-2 

iiil 


2-1A 


32-1 


33-1 


wm 


37-1 


Policy  Statement  Relative  to  CRA 
Ratings 
New  Issuance 

Conditions  and  Restrictions  Relative  to 
the  Establishment  and  Operation  of 
School  Banks 

Memorandum  on  the  Establishment  of 
Branch  Offices  Located  At  Educational 
Facilities 

Fair  Advertising  Guidelines  For  Short- 
Term  Certificates  Of  Deposit  and 
Money  Market  Accounts 
New  bulletin  published  February  24, 
1998 

Policy  Statement  on  Determining  the 
Equity  Value  of  a  Bank  in  a 
Supervisory  Stock  Conversion 
Pursuant  to  Subpart  B  of  209  CMR 
3100 

Reserve  Requirements  for  State- 
Chartered  Stock  Banks 
Insufficient  Fund  Charge  Guideline 
and  Opinion  Relative  To  Chapter  230 
of  the  Acts  of  1984  Governing  Savings 
and  Checking  Accounts  of  Certain 
Depositors 

Guidance  on  Compliance  With  the 
Provisions  of  General  Law  Chapter 
.i67D§2,tbe"18/65Law" 
Directive  Governing  Loans  and  Fees  to 
Credit  Union  Officers  Directors  and 
their  Related  Interests 
Credit  Union  Investment  in  Foreign 
Government  Bonds 
Fidelity  Bond  Coverage  Requirements 
for  State-Chartered  Credit  Unions 
Notice  of  Fidelity  Bond  Coverage 
Termination 

Application  And  Drafting  Guidelines 
For  Amendments  To  A  Credit  Union's 
By-Laws  Relative  To  The  Conditions 
Of  Association  Which  Qualifies 
Persons  For  Membership 
Statement  of  Policy  on  Loan  Loss 
Reserve  Requirements  for  Credit 
Unions 

Minimum  Regulatory  Capital 
Standards  for  Credit  Unions 
Policy  Statement  on  Residential 
Mortgage  Loan  Underwriting  by  Credit 
Unions 

Memorandum  On  Adjustable  Rate 
Personal  Loans 

Enforcement  Policy  for  Unlicensed 
Entities 


TABLE B 


Administrative  Bulletins  -  Regulatory  Bulletins 


Ref.  No. 


Administrative  Bulletin 


Ref  No. 


Regulatory;  Bulletin 
Audit  Policy  Requirements 
Audit  Policy  Requirements 


1-4 


Audit  Policy  2:M91. 

Directive  Relative  to  Minimum  Standards  of  Performance       2.1-101 
for  Members  of  the  Auditing  Committee  of  Mutual  Savings 
Banks  and  the  Finance  Committees  of  Mutual  Co- 
operative Banks 

Statement  of  Policy  on  Loan  Loss  Reserve  Requirements         4.2-10 1 
for  Credit  Unions 

Directive  Relative  to  the  Charge-Off  of  Loans  by  State  1.1-101 

Chartered  Institutions 
Covered  Call  Options  2 .2-101 


2-1A 


2-4 


Loan  Loss  Reserve 

Requirements 

Examination  Policies  and 

Procedures 

Investment  Policy  Minimum 

Requirements 

Examination  Policies  and 

Procedures 

Examination  Policies  and 

Procedures 

Conflict  of  Interest  Policy 

Management  Information 

Systems  Examinations 

Consumer  Protection  and  Fair 

Lending  Examinations 

Community  Reinvestment  and 

Fair  Lending  Policy 

Cl^J^tings  Policy 

Investment  Policy  Minimum 

Requirements 

Conflict  of  Interest  Policy 

Insider  Transactions 

Loans  &  Fees  to  Officers  snd 

Directors 

Exclusive  Leases  and  Other 

Restrictive  Agreements 

Investment  Policy  Minimum 

Requirements 

Investment  in  Foreign 

Government  Bonds 

Adjustable  Rate  Mortgage  Loans 

Rescinded  on  November  9.  1996 


3-2 


5^2 


Safety  and  Soundness  Examination  Policies  and  Procedures     1.1-101 


5-?3  Availability  of  Examination  Reports  for  Individual  Study         llrlOl 

by  Directors  and  Trustees  of  State  Chartered  Financial 
Institutions 
5-6  Loans  to  Examiners  1.1-102 

5-8A  Electronic  Data  Processing  Services  2.2-102 


5-9 


5-10 


Equal  Credit  Opportunity  Examination 


1.3-103 


Community  Reinvestment  and  Fair  Lending  Policy 


2.3-101 


SS5     fJ^sMSLS!*!!™  ...2:M?£ 

6-2  Forward  Placement  or  Delayed  Delivery  Contracts  2.2-101 


7-1 
9-1A" 


1.1-102 
21-102 
41-101 


Conflict  of  Interest  -  Gifts 

Insider  Transactions 

Directive  Governing  Loans  and  Fees  to  Credit  Union 

Officers  Directors  and  their  Related  Interests 

Directive  on  Exclusive  Leases  and  Other  Restrictive 

Agreements 

Directive  Relative  to  Investment  in  Interest  Rate  Futures  by     2.2-101 

State  Chartered  Banks 

Credit  Union  Investment  in  Foreign  Government  Bonds  41-102 


9-3 


2.2-103 


9-5 


9-6 


13-2C  Memorandum  On  Adjustable  Rate  Mortgage  Loans  1.3-101 

13-5(1)        Memorandum  On  Regulating  The  Charging  Of  Points  In 

Certain  Mortgage  Transactions 
13-5(11)       Point  Charging  Practices,  Section  63  of  Chapter  183,  And 

Administrative  Bulletin  13-5 
13-5(111)      Administrative  Bulletin  13-5  Mortgages:  Points,  fees,  etc. 

and  Section  63  of  Chapter  183,  Massachusetts  General 

Laws 
13 -5(1  V)      Amendment  to  Administrative  Bulletin  13-5 
18-3  Reserve  Requirements  for  State-Chartered  Stock  Banks  3.2-101 


Rescinded  on  November  9.  1996 


Rescinded  on  November  9.  1996 


Rescinded  on  November  9,  1998 
Reserve  Requirements  for  State- 
Chartered  Stock  Banks 
Deleted 


18-8 


Directive  Relative  To  Reverse  Repurchase  Agreements 
Offered  by  State-Chartered  Credit  Unions 
19-4B  Rental  of  Safe  Deposit  Vaults  and  Boxes  by  State- 


Deleted 


XI 


Ref.  No. 


Administrative  Bulletin 


22-lA 
23-1 

ilil! 
ilii 


Chartered  Credit  Unions 

Verification  of  Savings  Accounts 

Conditions  and  Restrictions  Relative  to  the  Establishment 

and  Operation  of  School  Banks 

Memorandum  on  the  Establishment  of  Branch  Offices 

Located  At  Educational  Facilities 

Insufficient  Fund  Charge  Guideline  and  Opinion  Relative 

To  Chapter  230  of  the  Acts  of  1984  Governing  Savings  and 

Checking  Accounts  of  Certain  Depositors 

Guidance  on  Compliance  With  the  Provisions  of  General 

Guideline  Relative  To  The  Temporary,  Non-Mandatory 

Closing  of  Bank  Offices 

Directive  Governing  The  Issuance  Of  Subordinated  Debt 

Securities  For  Consideration  In  Meeting  Regulatory  Capital 

Requirements 

Memorandum  On  Adjustable  Rate  Personal  Loans 

Fidelity  Bond  Coverage  Requirements  for  State-Chartered 

Credit  Unions 

Notice  of  Fidelity  Bond  Coverage  Termination 


Ref.No. 

THpY 

2.3-104. 


Regulatory  Bulletin 

Audit  Policy  Requirements 
School  Bank  Program 

School  Bank  Program 

Guidelines  for  "18-65"  Accounts 


3 .3-101  •    Guidelines  for  "  18-65"  Accounts 


25-1 
26-1 


iiil 

28-1 


Deleted 
Deleted 


4.3-101       Adjustable  Rate  Personal  Loans 
4.1-103       Fidelity  Bond  Coverage 

Requirements 
4.1-103       Fidelity  Bond  Coverage 

Requirements 


28-2 
29-1 

"29-3" 
30-1 

31-1 

..„„„„.. 

Iiil 

36-i" 


Directive  Governing  the  Filing  of  Annual  Call  Reports  by        2. 1-103       Annual  Report  Filing 
State-Chartered  Financial  Institutions 

Filing  of  Annual  Call  Reports  by  State-Chartered  Financial    ;!2. 3^103       Annual  Report  Filing 
Institutions  On  Their  Activities  Under  the  Community 
Reinvestment  Act 

Directive  Governing  the  Filing  of  Annual  and  Semi-               2. 1-103       Annual  Report  Filing 
Annual  Reports  by  State-Chartered  Credit  Unions 

Fair  Advertising  Guidelines  For  Short-Term  Certificates  Of    2.3-105       Certificate  of  Deposit  and 
Deposit  and  Money  Market  Accounts                                                        Money  Market  Accounts 

Advertising  Guidelines 

Directive  Governing  the  Use  of  State  Certified  or  Licensed                        Deleted 
Appraisers  by  Non-Federally  Insured  Credit  Unions 

Minimum  Regulatory  Capital  Standards  for  Credit  Unions       4.2-102 

Policy  Statement  on  Residential  Mortgage  Loan  \  \  4.3  ^104 
Underwriting  by  Credit  Unions 

Policy  Statement  on  Determining  the  Equity  Value  of  a  3.1-101 
Bank  in  a  Supervisory  Stock  Conversion  Pursuant  to 

Application  And  Drafting  Guidelines  For  Amendments  To      4. 1  -104 
A  Credit  Union's  By-Laws  Relative  To  The  Conditions  Of 
Association  Which  Qualifies  Persons  For  Membership 
Expedited  Branch  Office  Application  Procedures  for  Banks     2j  1  -1 04 
and  Credit  Unions  with  "Outstanding"  CRA  Ratings 


Minimum  Regulatory  Capital 

Standards 

Adjustable  Rate  Personal  Loans 


Supervisory  Stock  Conversion 
Bank  Equity  Value  Standard 


Membership  By-Law 
Amendments 


Expedited  Branch  Office 
Application  Procedures 


xn 


Division  of  Banks 

Regulatory  Bulletin  1.1-101 

March  27,  1998 


Examination  Policies  and  Procedures 


I.  APPLICABILITY  AND  SCOPE 

This  bulletin  applies  to  all  banks,  credit  unions,  and  licensees.  The  purpose  of  the  bulletin  is  to  affirm  the 
examination  policies  and  procedures  of  each  of  the  Division  of  Bank's  (Division)  three  examination  units. 
The  Financial  Institutions  Supervision  (FIS)  Section  conducts  safety  and  soundness  examinations  of  banks 
and  credit  unions.  The  Community  Reinvestment  and  Outreach  (CRA)  Unit  conducts  a  specialty 
examination  of  all  banks  and  credit  unions  to  evaluate  their  performance  under  the  provisions  of  the 
Massachusetts  Community  Reinvestment  Act.  The  Consumer  Compliance  Unit  also  conducts  a  specialty- 
examination  of  all  banks  and  credit  unions  for  compliance  with  applicable  consumer  protection  laws  and 
regulations.  The  Consumer  Compliance  Unit  also  conducts  examinations/  inspections  of  persons  (defined 
as  natural  persons  or  organizations  including  corporations,  partnerships,  associations,  cooperatives,  or 
trusts),  which  are  licensed  by  the  Division,  to  ensure  compliance  with  all  applicable  statutes  and  regulations 
as  well  as  to  ensure  financial  responsibility  through  a  modified  safety  and  soundness  review. 

II.  EXAMINATION  SCHEDULING  POLICY 

It  is  a  policy  of  the  Division  to  provide  banks,  credit  unions,  and  licensees  with  sufficient  advance  notice  of 
examinations.   Credit  unions  under  $5  million  in  total  assets  are  the  only  current  exception  to  this  policy. 
The  Division  reserves  the  right  to  examine  any  institution  or  entity  under  its  jurisdiction  without  notice. 
Each  unit's  notification  procedures  are  described  in  this  section. 

A.  Financial  Institution  Supervision 

Each  examination  cycle,  the  FIS  Section  sends  advance  written  notification  of  examination  to  the 
chief  executive  officers  of  banks  and  credit  unions  scheduled  for  safety  and  soundness 
examinations.  The  notice  states  the  approximate  calendar  period  in  which  the  examination  is 
tentatively  scheduled.  A  brief  survey  accompanies  the  notice  and  requests,  among  other  things,  the 
preference  of  the  bank  or  credit  union  regarding  the  CRA  and  Consumer  Compliance 
examinations.  Each  bank  or  credit  union  may  indicate  its  preference  to  have  these  specialty 
examinations  conducted  either  concurrently  with  the  safety  and  soundness  examination  or 
separately  at  another  time. 

If  a  bank  or  credit  union  requests  to  be  examined  simultaneously  for  safety  and  soundness,  CRA, 
and  Consumer  Compliance,  the  FIS  Section  will  notify  the  specialty  examination  units  and  will 
assume  the  prime  responsibility  for  coordinating  the  scheduling  process,  including  delivery  of  pre- 
examination  materials.  Every  effort  is  made  to  accommodate  the  institution. 
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On  June  26,  1995,  the  Division  implemented  special  procedures  for  small  credit  union 
examinations  that  specify  no  advance  notice  of  safety  and  soundness  examinations.  Therefore,  the 
annual  preference  survey  will  not  disclose  the  quarter  of  the  year  during  which  the  examination  is 
scheduled. 

B.  CRA 

Banks  and  credit  unions  will  receive  notice  of  their  CRA  examination  approximately  45  days  in 
advance  of  the  quarter  in  which  the  examination  is  scheduled.  The  Division  must  publish  a  list  of 
banks  and  credit  unions  scheduled  for  CRA  examination  at  least  30  days  in  advance  of  the  calendar 
quarter  in  which  the  examination  is  scheduled  pursuant  to  209  CMR  46.45.  In  order  to  meet  the 
publishing  deadline,  a  CRA  &  Outreach  Unit  manager  will  contact  targeted  banks  and  credit 
unions  at  least  two  weeks  prior  to  the  publishing  date  to  confirm  that  the  examination  will  be 
conducted  during  the  next  quarter  and  to  verify  that  no  conditions  exist  that  might  adversely  affect 
the  conduct  of  the  examination. 

Should  a  bank  or  credit  union  prefer  its  CRA  examination  independent  of  the  safety  and  soundness 
examination,  the  Division's  goal  is  to  conduct  the  CRA  and  Consumer  Compliance  examinations 
either  concurrently  or  in  close  proximity  to  one  another. 

C.  Consumer  Compliance 

1.  Financial  Institutions 

The  Consumer  Compliance  Unit  makes  every  effort  to  coordinate  with  the  CRA  &  Outreach 
Unit  if  a  bank  or  credit  union  prefers  an  examination  independent  of  the  safety  and  soundness 
examination.  The  Consumer  Compliance  Unit  will  either  directly,  or  in  conjunction  with  the 
CRA  &  Outreach  Unit,  notify  the  bank  or  credit  union  approximately  two  weeks  in  advance  of 
the  start  of  the  on-site  examination. 

2.  Licensees 

Examinations  of  licensees  are  conducted  independently  by  the  Consumer  Compliance  Unit. 
Licensees  will  receive  approximately  two  weeks  advance  notice  of  a  scheduled  examination 
from  either  a  Regional  Field  Manager  or  the  Examiner-in-Charge. 

III.        INITIAL  EXAMINATION  CONTACT  POLICY 

It  is  a  Division  policy  that  at  least  two  weeks  prior  to  the  start  of  an  examination,  senior  management  of  the 
entity  to  be  examined  will  be  contacted  by  a  Field  Office  Supervisor,  a  Regional  Field  Manager,  or  the 
designated  Examiner-in-Charge,  and  advised  of  the  actual  start  date  of  the  examination.  At  that  time,  a 
pre-examination  package,  containing  questionnaires  and/or  requests  for  information,  will  be  either  hand 
delivered  or  mailed  to  the  senior  management  of  the  entity.  In  order  to  expedite  the  examination,  it  is 
important  that  all  requested  material  be  completed  prior  to  the  arrival  of  examiners.  The  Field  Office 
Supervisor  or  Regional  Field  Manager  can  address  questions  about  the  requested  information  and 
unexpected  scheduling  problems. 


KB  1.1-101 


IV.  ON-SITE  EXAMINATION 

A  qualified  examiner  is  placed  in  charge  of  each  examination,  under  the  supervision  of  a  Field  Office 
Supervisor  and/or  a  Regional  Field  Manager,  who  are  part  of  the  Division's  management  structure.  These 
managers  are  available  to  the  examined  entity  to  resolve  any  problems  which  may  arise  during  the 
examination  and  act  as  liaison  between  the  field  examination  staff  and  senior  management  in  the  Division's 
Boston  Office. 

Each  examination  has  a  time  budget  established  by  a  manager  and  the  examiner-in-charge.  The  budget  is 
normally  based  on  appropriately  adjusted  historical  time  records  for  examinations  of  the  entity.  Where  past 
records  are  not  available,  or  not  representative,  the  budget  will  be  based  on  recent  examinations  of 
comparably-sized  entities.  The  examination  time  budget  may  be  exceeded,  but  only  with  the  approval  of 
the  Division's  senior  management  after  receipt  of  a  written  request  from  the  examiner  with  a  satisfactory 
explanation  of  the  reasons. 

When  the  safety  and  soundness  and  specialty  examinations  are  conducted  concurrently,  the  examiner-in- 
charge  for  the  FIS  Section  will  be  responsible  for  coordinating  all  requests  for  information  to  avoid 
duplication  of  efforts. 

V.  EXAMINATION  EXIT  MEETING 

A.  Scheduling 

An  exit  meeting  shall  be  held  at  the  end  of  each  examination.  This  will  be  scheduled  by  the 
examiner-in-charge  and  management  of  the  examined  entity  at  a  mutually  acceptable  time.  The 
purpose  of  this  meeting  is  to  discuss  the  preliminary  findings  of  the  examination. 

At  the  exit  meeting,  the  entity  may  be  represented  by  its  senior  staff  and  members  of  its  governing 
board.  Attendance  of  board  members  is  optional;  however,  board  members  are  reminded  that  they 
have  a  fiduciary  obligation  to  demonstrate  active  involvement  in  the  affairs  of  the  entity  and  to  be 
fully  aware  of  the  contents  of  the  reports  of  examination.  They  should  be  actively  involved  in 
discussions  on  the  topics  of  the  examination.  For  out-of-state  licensees,  this  meeting  may  be 
conducted  either  fully  or  partially  by  means  of  a  telephone  conference  call. 

B.  Disclosure  of  Ratings 

The  Division  will  be  represented  by  the  examiner-in-charge,  a  member  of  the  Division's 
management  staff,  and  any  other  examiners  that  may  be  needed  for  presentations.  At  this  meeting, 
the  representatives  of  the  bank,  credit  union,  or  licensee  will  be  apprised  of  the  examiner's 
proposed  component  and  composite  ratings,  as  well  as  any  recommendations  for  formal  or 
informal  enforcement  actions.  The  only  exception  to  this  is  that  the  Consumer  Compliance  Unit 
will  disclose  only  composite  ratings  to  licensees.  These  proposed  ratings,  however,  are  not  final 
until  the  completion  of  the  review  process  conducted  by  the  Division's  senior  management. 

C.  Draft  Reports  of  Examination 

Prior  to  the  exit  meeting  of  all  CRA  examinations,  a  numbered  copy  of  the  draft  report  of 
examination  will  be  given  to  management  and  collected  at  the  end  of  the  meeting.  In  other 
examination  units,  a  draft  report  of  examination  may  be  provided  at  the  Division's  discretion.   For 
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all  distributed  examination  reports,  the  examiner-in-charge  must  clearly  label  examination 
materials  as  "Draft."  In  addition,  institutions  should  be  aware  that  all  copies  of  any  draft  materials 
are  confidential  and  should  not  be  subsequently  redisclosed  to  third  parties  without  the  permission 
of  the  Division.  Institutions  should  also  be  aware  that  all  draft  examination  comments  are 
preliminary  drafts  and  as  such  are  subject  to  further  review  by  senior  management  of  the  Division. 

VI.  BOARD  MEETINGS 

A  formal  meeting  with  the  board  and  the  Division  shall  be  held  as  warranted;  but,  such  a  formal  meeting  is 
mandatory  with  examined  entities  assigned  composite  ratings  of  3,  4,  or  5  for  safety  and  soundness,  or  3,  4, 
or  5  for  Consumer  Compliance,  or  performance  ratings  of  Needs  to  Improve  or  Substantial  Noncompliance 
for  CRA.  The  Division  will  be  represented  by  the  examiner-in-charge  and  a  member  of  management.  This 
meeting  will  normally  be  scheduled  after  completion  of  the  examination  and  after  the  Division's  senior 
management  has  reviewed  and  concurred  with  the  findings  of  the  report;  but,  it  may  be  before  the  final 
report  of  examination  has  been  issued  by  the  Division.  In  banks  and  credit  unions,  the  meeting  will 
normally  be  timed  to  coincide  with  a  scheduled  board  meeting,  and  the  full  board  would  be  expected  to 
attend.  However,  for  licensees,  senior  officials  may  attend  the  meeting  in  lieu  of  board  members. 

A  bank  or  credit  union's  primary  federal  regulator  will  usually  be  invited  to  attend,  and  similarly,  the 
Division  may  attend  any  meetings  called  by  federal  regulators.  The  Division  may  also  invite  the  applicable 
private  excess  share/deposit  insurer  to  attend.  The  primary  purpose  of  this  meeting  would  be  to  report 
material  findings  of  the  examination  and  to  place  emphasis  on  corrective  measures  deemed  necessary. 

VII.  ISSUANCE  OF  REPORT  OF  EXAMINATION 

It  is  a  goal  of  the  Division  to  issue  all  reports  of  examination  to  examined  entities  thirty  days  following  the 
completion  of  the  examination.  However,  unanticipated  complex  issues  may  require  more  time  and 
resources,  thus  delaying  the  review  and  editing  of  some  reports  of  examination  and  delaying  their  issuance. 

VIII.  AVAILABILITY  OF  REPORTS  OF  EXAMINATION 

All  reports  of  examination  are  confidential  by  statute.  Copies  of  reports  of  examination  shall  be  made 
available  only  to  the  examined  entity  and  to  those  persons,  organizations  or  agencies  who  have  received  the 
prior  written  approval  of  the  Division.  (See  RB  1.1-104,  Public  Information  Requests.)  However,  the 
Division  has  authorized  that  copies  of  reports  of  examination  may  be  made  available  for  individual  study 
by  the  directors,  trustees,  and  senior  officials  of  examined  entities  subject  to  the  following  conditions  and 
restrictions: 

1.  To  retain  confidentiality,  the  copies  must  be  numbered  and  allocated  only  to  directors, 
trustees,  and  senior  officials,  and 

2.  After  review,  the  copies  must  be  returned  and  destroyed. 

Directors,  trustees,  and  senior  officials  should  be  made  aware  that  the  improper  use  of  these  reports  will  be 
considered  a  breach  of  fiduciary  duty  and  a  serious  statutory  violation. 
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IX.        RATING  SYSTEM 

A.  Financial  Institutions  Supervision 

Upon  the  recommendation  of  the  Federal  Financial  Institutions  Examination  Council  ("FFIEC"), 
the  Federal  Deposit  Insurance  Corporation  ("FDIC")  adopted  a  policy  statement  on  November  26, 
1979  entitled  Uniform  Financial  Institutions  Rating  System  ("UFIRS").  This  statement  was 
adopted  by  the  National  Credit  Union  Administration  ("NCUA"),  Federal  Home  Loan  Bank  Board, 
Board  of  Governors  of  the  Federal  Reserve  System,  and  Office  of  the  Comptroller  of  the  Currency. 
The  Division  adheres  to  FFIEC  standards  and  similarly  adopted  the  UFIRS. 

On  December  19,  1996,  the  FFIEC  updated  the  UFIRS.  Coinciding  with  the  recommendation  of 
the  FFIEC,  the  Division  adopted  and  implemented  the  new  UFIRS,  effective  for  all  safety  and 
soundness  examinations  of  banks  beginning  on  or  after  January  1,  1997.  For  the  purpose  of  credit 
union  examinations,  however,  the  NCUA  and  the  Division  did  not  adopt  the  new  UFIRS. 
Therefore,  all  credit  union  examinations  will  continue  to  use  the  prior  UFIRS,  dated  November  26, 
1979.  {Credit  unions  should  refer  to  Appendix  A). 

1.  Disclosure  of  Composite  Rating 

In  accordance  with  the  UFIRS,  each  financial  institution  is  assigned  a  uniform  composite 
rating  based  on  an  evaluation  of  pertinent  financial  and  operational  standards,  criteria  and 
principles.  This  overall  rating  is  expressed  through  the  use  of  a  numerical  scale  of  1 
through  5  in  ascending  order  of  supervisory  concern.  A  1  indicates  the  highest  rating  and 
least  degree  of  concern,  while  a  5  is  the  lowest  rating  and  therefore  the  highest  degree  of 
supervisory  concern.  A  5  rating  would  be  indicative  of  an  institution  bordering  on  failure. 

The  examiner-in-charge  assigns  a  preliminary  composite  rating  at  the  conclusion  of  an 
examination.  This  rating  is  subject  to  review  and  may  be  changed  by  the  Division's  senior 
management.  Composite  ratings  are  disclosed  in  the  open  sections  of  the  examination 
reports  as  well  as  in  board  or  management  exit  meetings. 

2.  Disclosure  of  Component  Ratings 

To  implement  the  uniform  rating  system,  the  Division  and  other  regulators  utilize  a  similar 
scale  of  1  to  5  to  assess  the  key  performance  dimensions  upon  which  the  composite  rating 
is  principally  based.  These  performance  dimensions  are  commonly  identified  by  the 
acronym  CAMELS:  Capital  Adequacy,  Asset  Quality,  Management,  Earnings,  Liquidity, 
and  Sensitivity  to  Market  Risk.  A  1  rating  indicates  strong  or  significantly  higher  than 
average  performance  and  5  rating  represents  critically  deficient  performance. 

The  sixth  component  of  "S"  for  Sensitivity  to  Market  Risk  was  added  by  the  update  to  the 
UFIRS  on  December  19,  1996;  as  such,  CAMEL  was  changed  to  CAMELS.  The  updated 
policy  statement  also  reformatted  and  expanded  the  component  rating  descriptions  and 
definitions,  and  placed  more  emphasis  on  the  quality  of  risk  management  practices.  As 
previously  stated,  the  NCUA  and  the  Division  did  not  adopt  the  revised  UFIRS  for  credit 
union  examinations.  Therefore,  credit  union  examinations  will  continue  to  utilize  the 
former  CAMEL  system. 
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Examiners  review  and  analyze  several  quantitative  and  qualitative  measurements  before 
assigning  CAMELS  or  CAMEL  component  ratings.  Quantitative  analysis  measures 
tangible  matters  related  to  an  institution's  structure  and  operations.  Qualitative  analysis 
would  involve  reviewing  the  adequacy  and  effectiveness  of  policies  and  procedures,  the 
integration  of  policies  with  short  and  long  term  goals  and  objectives,  as  well  as  the 
philosophy  of  management  toward  the  operation  of  the  institution.  Analysis  is  not  limited 
to  these  measurements  when  conditions  indicate  that  further  review  is  needed.  Examiners 
also  consider  that  each  institution  is  unique  and  that  performance  is  also  affected  by 
demographics,  local  competition,  and  other  economic  conditions 

The  examiner-in-charge  assigns  ratings  to  the  components  at  the  conclusion  of  an 
examination.  As  a  matter  of  policy,  the  Division  began  disclosing  the  component  ratings 
in  reports  of  examination  issued  by  the  Division  for  examinations  commencing  after 
January  1,  1995.  Preliminary  ratings  will  be  disclosed  by  the  examiner-in-charge  at  the 
examination  exit  meeting  with  the  board  and  senior  management.  The  FDIC  began 
disclosing  component  ratings  in  safety  and  soundness  examinations  in  process  as  of 
October  1,  1996.  In  addition,  the  FDIC  began  disclosing  component  ratings  in  trust 
examinations,  management  information  examinations,  and  U.S.  foreign  bank  branch 
examinations  that  commenced  after  January  1,  1997.  It  should  be  noted  that  these 
component  ratings  are  an  integral  part  of  the  examination  and,  as  such,  fall  under  the  same 
confidentiality  rules  as  the  full  report  of  examination.  (See  above,  Section  VIII.) 

B.  CRA 

For  CRA  examinations,  the  Division  assigns  banks  and  credit  unions  one  of  the  following  five 
descriptive  ratings  pursuant  to  G.L.  c.  167,  s.  14,  and  209  CMR  46.28  and  46.61,  as  well  as  RB 
2.3-102  Section  III:  Outstanding,  High  Satisfactory,  Satisfactory,  Needs  to  Improve,  and 
Substantial  Noncompliance.  The  rating  reflects  the  bank's  or  credit  union's  record  of  helping  to 
meet  the  credit  needs  of  its  entire  community,  including  low-  and  moderate-income  neighborhoods 
consistent  with  safe  and  sound  operations. 

In  assigning  a  CRA  performance  rating,  the  Division  evaluates  an  institution  under  the  applicable 
performance  criteria  in  accordance  with  209  CMR  46.21  and  46.28,  which  provide  for  adjustments 
on  the  basis  of  evidence  of  discriminatory  or  other  illegal  credit  practices.  In  addition,  an 
exceptionally  strong  performance  with  respect  to  some  aspects  may  compensate  for  weak 
performance  in  others.  The  institution's  overall  performance,  however,  must  be  consistent  with 
safe  and  sound  banking  practices. 

C.  CONSUMER  COMPLIANCE 

Entities  licensed  by  the  Division  are  required  by  statute  to  demonstrate  financial  responsibility.  Also, 
certain  statutes  and  regulations  specify  a  dollar  amount  of  net  worth  in  order  to  conduct  business. 
Accordingly,  the  Consumer  Compliance  Unit  conducts  limited  scope  safety  and  soundness  examinations 
of  licensees.  The  Consumer  Compliance  Unit  uses  the  CAMEL  rating  system  for  these  examinations  as 
described  previously  under  Financial  Institutions  Supervision.  (See  above,  Section  IX(A).)  However, 
similar  to  credit  union  examinations,  and  due  to  the  limited  scope  of  its  safety  and  soundness 
examination,  the  Division  has  not  adopted  the  "S"  component  for  Consumer  Compliance  examinations. 
{Licensees  should  refer  to  Appendix  A.  for  definitions  of  CAMEL  composite  ratings.) 
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The  Consumer  Compliance  Unit's  primary  mission  is  to  examine  all  banks,  credit  unions,  and  licensees 
for  compliance  with  all  applicable  consumer  protection  laws  and  regulations.  The  Division  utilizes  the 
uniform  interagency  consumer  compliance  rating  system  to  assess  Management,  Violations,  and 
Programs  ("MVP"),  upon  which  the  Consumer  Compliance  composite  rating  is  principally  based.  This 
system  also  uses  a  scale  of  1  to  5  in  which  a  1  rating  indicates  strong  or  significantly  higher  than  average 
performance  and  a  5  rating  represents  critically  deficient  performance.  {See  Appendix  B.) 

In  assigning  the  composite  rating,  all  relevant  factors  must  be  evaluated  and  weighed.  In  general,  these 
factors  include  the  nature  and  extent  of  present  compliance  with  consumer  protection  statutes, 
regulations  and  regulatory  bulletins,  management's  commitment  to  compliance  and  its  ability  and 
willingness  to  take  the  necessary  steps  to  assure  compliance,  and  the  adequacy  of  operating  systems, 
including  internal  procedures,  controls  and  audit  activities  designed  to  ensure  compliance  on  a  routine 
and  consistent  basis.  The  assignment  of  the  composite  compliance  rating  may  also  incorporate  other 
factors  that  impact  significantly  on  the  overall  effectiveness  of  an  entity's  compliance  efforts. 

At  the  conclusion  of  all  bank,  credit  union,  and  licensee  examinations,  the  examiner  assigns  the  entity  an 
MVP  composite  rating.  For  examinations  of  licensees  only,  the  examiner  also  assigns  a  CAMEL 
composite  rating.  These  are  preliminary  ratings  that  are  subject  to  review  and  approval  by  the 
Division's  senior  management  before  the  final  report  of  examination  is  issued.  While  individual  MVP 
component  ratings  are  disclosed  to  banks  and  credit  unions,  only  the  composite  MVP  rating  is  disclosed 
to  licensees.  In  addition,  individual  CAMEL  component  ratings  are  not  disclosed  to  licensees  due  to  the 
limited  nature  and  scope  of  the  safety  and  soundness  examination  of  licensees. 

As  a  matter  of  policy,  the  Division  began  disclosing  composite  ratings  to  institutions  in  reports  of 
examinations  issued  by  the  Division  for  examinations  commencing  after  January  1,  1995.  It  should  be 
noted  that  composite  ratings  are  an  integral  part  of  the  examination  and,  as  such,  fall  under  the  same 
confidentiality  rules  as  the  full  examination  report.  (See  above,  Section  VOL) 

X.         APPEAL  PROCESS 

When  the  management  of  an  examined  entity  disputes  the  preliminary  composite  or  component  safety  and 
soundness  or  compliance  rating(s)  assigned  by  the  examiner,  the  examiner  should  be  requested  to  duly  note 
the  disputed  rating(s)  in  the  draft  report  of  examination.  The  examination  will  be  reviewed  by  the 
Division's  senior  management  together  with  the  noted  disagreement(s). 

After  the  final  report  of  examination  is  issued,  should  management  of  the  examined  entity  disagree  with  any 
3,  4,  or  5  safety  and  soundness,  or  compliance  rating,  then  management  may  appeal  the  rating(s)  by 
conveying  the  basis  of  the  disagreement  in  writing  with  supporting  documentation  to  the  Division.  The 
appeal  should  be  submitted  within  forty-five  days  of  the  receipt  of  the  report  of  examination.  In  the  case  of 
CRA,  management  may  appeal  a  composite  performance  rating  of  Needs  to  Improve  or  Substantial 
Noncompliance.  However,  the  appeal  must  be  filed  prior  to  disclosure  of  the  public  section  of  the  report, 
which  by  regulation  is  within  thirty  business  days  of  receipt  of  the  report  of  examination.  Notwithstanding 
these  appeal  criteria,  at  its  discretion,  the  Division  may  consider  a  request  for  review  of  any  rating, 
provided  the  request  is  submitted  within  the  timeframes  above. 

A  qualified  senior  manager,  who  is  not  directly  involved  with  the  particular  examination  unit,  will  be 
appointed  by  the  Division  to  conduct  a  thorough  and  impartial  review  of  the  matter(s)  being  appealed.  This 
review  may  include  further  communication  with  the  examination  unit  managers,  examiners,  and  the 
examined  entity  to  ensure  full  understanding  of  all  facts.    Upon  conclusion  of  the  review,  the  manager's 
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finding  will  be  summarized  and  presented  with  a  recommendation  to  the  Division's  Policy  Group,  which 
will  ultimately  decide  whether  a  change  should  be  made.  The  Policy  Group  is  comprised  of  the 
Commissioner,  First  Deputy  Commissioner,  General  Counsel,  and  two  Senior  Deputy  Commissioners.  The 
examined  entity  will  then  be  advised  in  writing  of  the  Division's  decision. 

XL        REGIONAL  OFFICES 

In  order  to  promote  efficiency  and  productivity  in  the  examination  process  and  to  be  more  responsive  to  the 
local  needs  of  state  chartered  or  licensed  financial  institutions,  it  is  the  Division's  policy  to  assign 
examiners  by  geographic  region.  To  implement  this  policy,  the  Division  has  established  three  regional  field 
offices,  each  under  the  supervision  of  a  Field  Office  Supervisor,  a  management  position  under  the  FIS 
Section. 

The  western  Massachusetts  field  office  is  located  in  Springfield  and  covers  Worcester  County  and  west. 
The  northern  Massachusetts  field  office  is  located  in  Lowell  and  covers  parts  of  Boston  and  north.  The 
southern  Massachusetts  field  office  is  located  in  Lakeville  and  covers  parts  of  Boston  and  south.  The  field 
offices  are  used  for  off-site  examination  work,  conducting  meetings,  training  personnel,  electronically 
transmitting  reports  of  examination  to  the  Boston  Office,  and  storing  reports  of  examination,  work  papers, 
and  supplies.  The  field  offices  are  also  an  integral  part  of  the  Division's  disaster  recovery  plan. 

Due  to  the  large  numbers  of  licensees,  the  Consumer  Compliance  Unit  has  a  fourth  geographic  region  to 
cover  those  entities  located  in  the  Metro  West  area.  This  is  generally  defined  as  the  suburban  areas  west  of 
Route  128  (1-95)  and  along  the  Route  1-495  belt. 

In  addition  to  the  Field  Office  Supervisors,  who  have  primary  responsibility  for  supervising  safety  and 
soundness  examiners,  the  Consumer  Compliance  and  CRA  &  Outreach  Units  have  Regional  Field 
Managers  who  supervise  examiners  for  their  respective  units.  The  Field  Office  Supervisors  and  Regional 
Field  Managers  facilitate  communication  between  the  examiners  and  Division  management  in  the  Boston 
office,  as  well  as  between  financial  institutions  and  the  Division.  The  Field  Office  Supervisors  or  Regional 
Field  Managers  provide  financial  institutions  with  advance  notification  of  examination  start  dates,  and  are 
an  on-going  contact  to  answer  questions  or  resolve  any  difficulties  which  may  arise  during  the  examination. 

XII.  HISTORICAL  NOTES 

This  bulletin  was  originally  issued  on  December  30,  1994  as  Administrative  Bulletin  5-2  that  was  applicable  only 
to  safety  and  soundness  examinations  of  banks  and  credit  unions.  The  current  bulletin  is  more  expansive  in  scope 
and  applies  additionally  to  CRA  examinations  and  compliance  examinations  of  banks,  credit  unions,  and 
licensees.  Additionally,  former  Administrative  Bulletin  5-3,  entitled  Availability  of  Examination  Reports  for 
Individual  Study  by  Directors  and  Trustees  of  State-Chartered  Financial  Institutions,  has  been  consolidated  into 
this  bulletin  as  Section  VTH. 

XIII.  AUTHORITY 

G.L.  c.  167,  s.  2;  c.  167,  s.  14  and  209  CMR  46.00;  G.L.  c.  140,  ss.  96  -  114A  and  209  CMR  12.00;  G.L.  c. 
169  and  209  CMR  44.00;  G.L.  c.  169A  and  209  CMR  45.00;  G.L.  c.  255B  and  209  CMR  20.00;  G.L.  c.  255C 
and  209  CMR  20.00;  G.L.  c.  255D  and  209  CMR  20.00;  G.L.  c.  255E  and  209  CMR  42.00;  G.L.  c.  93,  ss.  24 
-28  and  209  CMR  18.00. 
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APPENDIX  A 

Composite  and  component  ratings  of  the  Uniform  Financial  Institutions  Rating  System  ("UFIRS")  dated 
November  13,  1979.  Note:  This  appendix  is  applicable  to  only  licensees  and  credit  unions. 

COMPOSITE  RATINGS  -  Definitions 

Composite  1  -  Institutions  in  this  group  are  basically  sound  in  every  respect;  any  adverse  findings  or  comments 
are  of  a  minor  nature  and  can  be  handled  in  a  routine  manner.  Such  institutions  are  resistant  to  external  economic 
and  financial  disturbances  and  are  more  capable  of  withstanding  the  vagaries  of  business  conditions  than 
institutions  with  lower  ratings.  As  a  result,  such  institutions  give  no  cause  for  supervisory  concern. 

Composite  2  -  Institutions  in  this  group  are  fundamentally  sound,  but  may  reflect  modest  weaknesses  correctable 
in  the  normal  course  of  business.  The  nature  and  severity  of  deficiencies,  however,  are  not  considered  material 
and,  therefore,  such  institutions  are  stable  and  able  to  withstand  business  fluctuations  quite  well.  While  areas  of 
weakness  could  develop  into  conditions  of  greater  concern,  the  supervisory  response  is  limited  to  the  extent  that 
minor  adjustments  are  resolved  in  the  normal  course  and  operations  continue  satisfactory. 

Composite  3  -  Institutions  in  this  category  exhibit  financial,  operational  or  compliance  weaknesses  ranging  from 
moderately  severe  to  unsatisfactory.  When  weaknesses  relate  to  financial  condition,  such  institutions  may  be 
vulnerable  to  the  onset  of  adverse  business  conditions  and  could  easily  deteriorate  if  concerted  action  is  not 
effective  in  correcting  the  areas  of  weakness.  Institutions  which  are  in  significant  non-compliance  with  laws  and 
regulations  may  also  be  accorded  this  rating.  Generally,  these  institutions  give  cause  for  supervisory  concern  and 
require  more  than  normal  supervision  to  address  deficiencies.  Overall  strength  and  financial  capacity,  however, 
are  still  such  as  to  make  failure  only  a  remote  possibility. 

Composite  4  -  Institutions  in  this  group  have  an  immoderate  volume  of  serious  financial  weaknesses  or  a 
combination  of  other  conditions  that  are  unsatisfactory.  Major  and  serious  problems  or  unsafe  and  unsound 
conditions  may  exist  which  are  not  being  satisfactorily  addressed  or  resolved.  Unless  effective  action  is  taken  to 
correct  these  conditions,  they  could  reasonably  develop  into  a  situation  that  could  impair  future  viability,  snd,  as 
such,  could  constitute  a  threat  to  the  interests  of  depositors.  A  higher  potential  for  failure  is  present  but  is  not  yet 
imminent  or  pronounced,  institutions  in  this  category  require  close  supervisory  attention  and  financial 
surveillance  and  a  definitive  plan  for  corrective  action. 

Composite  5  -  This  category  is  reserved  for  institutions  with  an  extremely  high  immediate  or  near  term 
probability  of  failure.  The  volume  and  severity  of  weaknesses  or  unsafe  and  unsound  conditions  are  so  critical  as 
to  require  urgent  aid  from  stockholders  or  other  public  or  private  sources  of  financial  assistance.  In  the  absence 
of  urgent  and  decisive  corrective  measures,  these  situations  will  likely  result  in  failure  or  some  form  of  emergency 
assistance,  merger  or  acquisition. 

CAMEL  COMPONENTS  -  Description 

Capital  Adequacy  -  Rated  in  relation  to  the  volume  of  risk  assets;  the  volume  of  marginal  and  inferior  quality 
assets;  the  institution's  growth  experience,  plans  and  prospects;  and  the  strength  of  management.  Consideration 
is  also  given  to  an  institution's  capital  ratios  relative  to  its  peer  group,  its  earnings  retention  and  its  access  to 
capital  markets  or  other  appropriate  sources  of  financial  assistance. 
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Asset  Quality  -  Rated  in  relation  to  the  level,  distribution  and  severity  of  classified  assets;  the  level  and 
distribution  of  non-accrual  and  reduced  rate  assets;  the  adequacy  of  valuation  reserves;  and  management's 
demonstrated  ability  to  administer  and  collect  problem  credits.  Adequate  valuation  reserves  and  proven  capacity 
to  police  and  collect  problem  loans  clearly  mitigate  to  some  degree  the  weaknesses  inherent  in  a  given  level  of 
classified  assets.  Asset  quality  evaluation  also  takes  into  consideration  any  undue  degree  of  concentration  of 
credits  or  investments,  the  nature  and  volume  of  special  mention  classifications,  and  the  adequacy  of  lending 
policies  and  credit  administration  procedures. 

Management  -  Evaluated  against  virtually  all  factors  considered  necessary  to  operate  the  institution  within 
accepted  banking  practices  and  in  a  safe  and  sound  manner.  Thus,  management  is  rated  in  relation  to  technical 
competence;  leadership  and  administrative  ability;  compliance  with  regulations  and  statutes;  ability  to  plan  and 
respond  to  changing  circumstances;  adequacy  of  and  compliance  with  internal  policies;  and  depth  of  succession. 
The  assessment  of  management  also  takes  into  account  the  quality  of  internal  controls,  operation  procedures  and 
all  lending,  investment  and  operating  policies;  and  the  involvement  of  the  directors  and  shareholders. 

Earnings  -  Rated  with  respect  to  the  ability  to  cover  losses  and  provide  for  adequate  capital;  earnings  trends;  peer 
group  comparisons;  the  quality  and  composition  of  net  income;  and  the  degree  of  reliance  on  interest-sensitive 
funds.  Consideration  is  also  given  to  the  interrelationships  between  the  dividend  payout  ratio,  the  rate  of  growth 
of  retained  earnings  and  the  adequacy  of  capital.  The  adequacy  of  transfers  to  the  valuation  reserve,  and  the 
extent  to  which  extraordinary  items,  securities  transactions  and  tax  effects  contribute  to  net  income,  are  also 
assessed. 

Liquidity  -  Rated  in  relation  to  the  volatility  of  deposits;  the  frequency  and  level  of  borrowings;  technical 
competence  relative  to  structure  of  liabilities;  availability  of  assets  readily  convertible  into  cash;  and  access  to 
money  markets  or  other  ready  sources  of  funds.  The  liquidity  position  is  appraised  over  a  period  of  time  as  well 
as  on  a  particular  date.  The  overall  effectiveness  of  asset-liability  management  strategies  is  considered,  as  well  as 
the  adequacy  of  and  compliance  with  established  liquidity  policies.  The  nature,  volume  and  anticipated  usage  of 
credit  commitments  are  also  factors  that  are  weighed. 

CAMEL  COMPONENT  RATINGS  -  Definitions 

The  following  is  a  description  of  the  gradations  utilized  in  conjunction  with  the  evaluation  of  the  five  components 
of  CAMEL: 

Rating  1  -  Indicates  strong  performance,  significantly  higher  than  average. 

Rating  2  -  Reflects  satisfactory  performance,  which  is  average  or  above;  this  includes  performance  that 
adequately  provides  for  the  safe  and  sound  operation  of  the  institution. 

Rating  3  -  Represents  performance  that  is  flawed  to  some  degree  and  as  such  is  considered  fair.  It  is  neither 
satisfactory  nor  unsatisfactory  but  is  characterized  by  performance  that  is  at  or  below  average  quality. 

Rating  4  -  Refers  to  marginal  performance,  significantly  below  average.  If  left  unchecked,  such  performance 
might  evolve  into  weaknesses  or  conditions  that  could  threaten  the  viability  of  the  institution. 

Rating  5  -  indicates  unsatisfactory  performance  that  is  critically  deficient  and  in  need  of  immediate  remedial 
attention.  Such  performance,  by  itself,  or  in  combination  with  other  weaknesses,  threatens,  the  viability  of  the 
institution. 
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APPENDIX  B 

CONSUMER  COMPLIANCE  RATINGS  -  Definitions 

The  FFIEC  developed  and  recommended  the  adoption  of  a  uniform  interagency  consumer  compliance  rating 
system.  This  rating  system  was  adopted  by  the  FDIC  which,  in  addition,  devised  the  three  component  rating 
system:  Management/Violations/Programs  (MVP).  The  Division  adopted  the  uniform  interagency  consumer 
compliance  rating  system.  Ratings  are  assigned  on  the  basis  of  the  following  guidelines.  These  guidelines  do  not 
preclude  consideration  of  other  factors  which,  in  the  judgment  of  the  examiner,  are  deemed  relevant  to  accurately 
portray  the  rating. 

COMPOSITE  CONSUMER  COMPLIANCE  RATINGS 

Rating  1  -  An  institution  in  this  category  is  in  a  strong  compliance  position.  Management  is  capable  of  and 
staff  is  sufficient  for  effectuating  compliance.  An  effective  compliance  program,  including  an  efficient  system  of 
internal  procedures  and  controls,  has  been  established.  Changes  in  consumer  statutes  and  regulations  are 
promptly  reflected  in  the  institution's  policies,  procedures,  and  compliance  training.  The  institution  provides 
adequate  training  for  its  employees.  If  any  violations  are  noted,  they  relate  to  relatively  minor  deficiencies  in 
forms  or  practices  that  are  easily  corrected.  There  is  no  evidence  of  discriminatory  acts  or  practices, 
reimbursable  violations,  or  practices  resulting  in  repeat  violations.  Violations  are  promptly  corrected  by 
management.  As  a  result,  the  institution  gives  no  cause  for  supervisory  concern. 

Rating  2  -  An  institution  in  this  category  is  in  a  generally  strong  compliance  position.  Management  is 
capable  of  administering  an  effective  compliance  program.  Although  a  system  of  internal  operating  procedures 
and  controls  has  been  established  to  ensure  compliance,  violations  have  nonetheless  occurred.  These  violations, 
however,  involve  technical  aspects  of  the  law  or  result  from  oversight  on  the  part  of  operating  personnel. 
Modifications  in  the  institution's  compliance  program  and/or  the  establishment  of  additional  review/audit 
procedures  may  eliminate  many  of  the  violations.  Compliance  training  is  satisfactory.  There  is  no  evidence  of 
Discriminatory  acts  or  practices,  reimbursable  violations,  or  practices  resulting  in  well-defined  patterns  of  repeat 
violations. 

Rating  3  -  Generally,  an  institution  in  this  category  is  in  a  less  than  satisfactory  compliance  position. 

Institutions  in  this  category  are  a  cause  for  supervisory  concern  and  require  more  than  normal  supervision  to 
remedy  deficiencies.  Violations  may  be  numerous.  In  addition,  previously  identified  practices  resulting  in 
violations  may  remain  uncorrected.  Overcharges,  if  present,  involve  a  few  consumers  and  are  minimal  in  amount. 
There  is  no  evidence  of  cuscriiriinatory  acts  or  practices.  Although  management  may  have  the  ability  to  effectuate 
compliance,  increased  efforts  are  necessary.  The  numerous  violations  discovered  are  an  indication  that 
management  has  not  devoted  sufficient  time  and  attention  to  consumer  compliance.  Operating  procedures  and 
controls  have  not  proven  effective  and  require  strengthening.  This  may  be  accomplished  by,  among  other  things, 
designating  a  compliance  officer  and  developing  and  implementing  a  comprehensive  and  effective  compliance 
program.  By  identifying  an  institution  with  marginal  compliance  early,  additional  supervisory  measures  may  be 
employed  to  eliminate  violations  and  prevent  further  deterioration  in  the  institution's  less  than  satisfactory 
compliance. 

Rating  4  -  An  institution  in  this  category  requires  close  supervisory  attention  and  monitoring  to  promptly 
correct  the  serious  compliance  problems  disclosed.  Numerous  violations  are  present.  Overcharges,  if  any, 
affect  a  significant  number  of  consumers  and  involve  a  substantial  amount  of  money.  Often  practices  resulting  in 
violations  cited  at  previous  examinations  remain  uncorrected.  Discriminatory-  acts  or  practices  may  be  in 
evidence.  Clearly,  management  has  not  exerted  sufficient  efforts  to  ensure  compliance.  Its  attitude  may  indicate 
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a  lack  of  interest  in  administering  an  effective  compliance  program  which  may  have  contributed  to  the  seriousness 
of  the  institution's  compliance  problem.  Internal  procedures  and  controls  have  not  proven  effective  and  are 
seriously  deficient.  Prompt  action  on  the  part  of  the  supervisory  agency  may  enable  the  institution  to  correct  its 
deficiencies  and  improve  its  compliance  position. 

Rating  5  -  An  institution  in  this  category  is  in  need  of  the  strongest  supervisory  attention  and  monitoring. 

It  is  substantially  in  noncompliance  with  the  consumer  laws  and  regulations.  Management  has  demonstrated  its 
unwillingness  or  inability  to  operate  within  the  scope  of  consumer  laws  and  regulations.  Previous  efforts  on  the 
part  of  the  regulatory  authority  to  obtain  voluntary  compliance  have  been  unproductive.  Discrimination, 
substantial  overcharges,  and/or  practices  resulting  in  serious  repeat  violations  are  present. 

MANAGEMENT 

Rating  1  -  Management  displays  a  positive  attitude  toward  compliance  and  is  capably  administering  an  effective 
compliance  program.  Changes  in  consumer  laws  and  regulations  are  promptly  addressed  in  the  institution's 
policies,  and  violations  and  deficiencies  receive  immediate  corrective  action. 

Rating  2  -  Management  is  adequately  overseeing  the  institution's  compliance  program.  Problem  areas  are  few  in 
number  and  easily  corrected.  Review  of  prior  reports  indicates  a  willingness  to  effect  necessary  correction  of 
violations.  If  required,  reimbursements  are  made  voluntarily. 

Rating  3  -  Management  is  not  devoting  sufficient  time  to  the  administration  of  the  institution's  compliance 
program  and  previously  identified  violations  remain  uncorrected.  Although  knowledgeable  of  the  requirements  of 
the  various  laws  and  regulations,  increased  efforts  are  required  to  effectuate  compliance. 

Rating  4  -  Management  has  not  exerted  sufficient  effort  to  ensure  compliance  with  the  various  laws  and 
regulations.  There  is  a  lack  of  interest  or  capability  in  administering  a  compliance  program  which  has  resulted  in 
numerous  repeat  violations. 

Rating  5  -  Management  has  demonstrated  an  unwillingness  or  inability  to  operate  within  the  scope  of  consumer 
laws  and  regulations.  Serious  problems  remain  uncorrected  and  management's  attitude  towards  compliance  is 
poor. 


VIOLATIONS 

Rating  1  -  Violations,  if  any,  are  technical  and  easily  corrected.  There  is  no  evidence  of  discriminatory  acts  or 
practices  and  there  are  no  repeat  violations. 

Rating  2  -  Any  violations  noted  involve  technical  aspects  of  the  law,  or  result  from  oversight  or  clerical  error  on 
the  part  of  operating  personnel.  There  is  no  evidence  of  discriminatory  acts  or  practices  and  no  reimbursable 
violations.  Any  repeat  violations  are  few  in  number  and  technical  in  nature. 

Rating  3  -  Reimbursements,  if  present,  involve  several  customers  and  are  rninimal  in  amount.  There  is  no 
evidence  of  discrimination;  however,  violations  may  be  numerous.  Patterns  of  repeat  violations  may  exist. 
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Rating  4  -  Numerous  violations  are  present  and  reimbursements,  if  any,  affect  a  significant  number  of  customers 
and  are  substantial  in  amount.  Discriminatory  acts  or  practices  may  be  in  evidence.  Practices  resulting  in 
violations  cited  at  previous  examinations  remain  uncorrected. 

Rating  5  -  The  institution  is  in  substantial  noncompliance  with  most  consumer  laws  and  regulations. 
Discrimination,  numerous  reimbursements,  and/or  practices  resulting  in  repeat  violations  are  present. 


PROGRAM 

Rating  1  -  An  effective  compliance  program,  including  a  system  of  internal  procedures  and  controls,  has  been 
established.  Recordkeeping  systems  and  employee  training  arrangements  are  good.  Changes  in  laws  and 
regulations  are  promptly  reflected  in  the  institution's  compliance  program  and  procedures  for  handling  consumer 
complaints  are  in  place. 

Rating  2  -  Although  a  system  of  internal  controls  and  operating  procedures  has  been  established  to  ensure 
compliance,  violations  have  nonetheless  occurred.  Modifications  in  the  institution's  compliance  program  and/or 
establishment  of  additional  review/audit  procedures  may  be  warranted.  Personnel  appear  knowledgeable  of 
compliance  matters  and  training  is  satisfactory. 

Rating  3  -  Operating  controls  and  procedures  have  not  proven  effective  and  require  strengthening.  Training  is 
inconsistent  and  knowledge  of  regulations  is  weak  in  some  areas.  Management  is  not  sufficiently  involved  in  the 
compliance  program  to  effect  favorable  changes. 

Rating  4  -  The  compliance  program  is  not  effective  and  internal  procedures  and  controls  are  seriously  deficient. 
Personnel  lack  knowledge  in  several  critical  areas  and  there  is  no  formal  training.   Management  is  not  actively 
involved  in  administering  the  very  rudimentary  compliance  program  in  place. 

Rating  5  -  There  is  no  compliance  program,  written  or  oral.  Knowledge  of  the  laws  and  regulations  is  extremely 
limited  and  problem  areas  remain  uncorrected. 
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Division  of  Banks 

Regulatory  Bulletin  1.1-102 
March  27,  1998 


Conflict  of  Interest  Policy 


I.  APPLICABILITY  AND  SCOPE 

All  banks,  credit  unions,  and  licensees,  as  well  as  employees  of  the  Division  of  Banks  (Division),  are 
subject  to  the  provisions  of  this  bulletin.  This  bulletin  applies  to  all  specified  credit  extensions  except  for 
credit  extensions  which  existed  prior  to  the  date  that  this  bulletin  was  originally  issued  (see  below.  Section 
III). 

II.  POLICY 

A.  Loans  to  Employees  of  the  Division  of  Banks 

1.  FDIC-Insured  Institutions 

18  U.S. C.  §212  prohibits  a  bank  officer,  director  or  employee  from  making  a  loan  to,  and 
18  U.S.C.  §  213  prohibits  an  examiner  accepting  a  loan  from  a  member  bank  of  the 
Federal  Reserve  or  a  bank  insured  by  the  Federal  Deposit  Insurance  Corporation  (FDIC), 
or  any  affiliate  thereof,  which  the  examiner  examines  or  has  the  authority  to  examine. 
This  provision  applies  to  all  Division  employees,  including  examiners  and  managers. 

The  FDIC  has  taken  the  view  that  a  loan  by  a  bank  insured  by  FDIC  to  an  examiner,  either 
federal  or  state  appointed,  who  may  by  law  examine  the  bank,  constitutes  a  potential 
violation  of  law,  which  it  is  required  by  statute  to  report  to  the  United  States  Attorney. 

This  matter  is  called  to  your  attention  due  to  the  potential  harsh  penalties  imposed  by  the 
federal  law  on  both  an  employee  subject  to  the  statute  and  the  state-chartered  banks. 

Division  personnel  are  therefore  only  able  to  obtain  credit  from  non-FDIC  insured  state- 
chartered  institutions,  non-bank  creditors,  federally-chartered  institutions  or  an  out-of-state 
lender. 

2.  Non  FDIC-Insured  Institutions 

Any  borrowings  by  a  Division  employee  from  any  financial  institution  or  licensed  entity 
regulated  by  the  Division  not  subject  to  the  prohibition  in  Section  11(A)(1)  of  this  bulletin,  must 
receive  prior  approval  from  the  Division.  To  obtain  such  approval,  an  employee  must  submit  a 
written  request  addressed  to  the  Commissioner  which  specifies  the  terms  of  the  borrowing 
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including  the  institution  or  licensee  involved,  the  type  of  loan,  the  rate,  term  and  amount  of  the 
credit.  The  Commissioner  or  a  designee  will  review  the  request  to  ensure  the  employee's 
disqualification  will  not  impede  the  Division's  ability  to  examine  and  supervise  the  lending 
institution  and  to  ensure  that  no  preferential  treatment  is  being  given.  Personnel  will  be 
contacted  expeditiously  once  a  determination  is  made.  All  extensions  of  credit  are  subject  to  this 
procedure. 

3.  Disqualification 

Examiners  who  have  a  loan  with  a  state-chartered  bank,  credit  union  or  licensee  are 
disqualified  from  examining  that  bank,  credit  union  or  licensee.  A  loan  includes  any 
extension  of  credit  such  as  a  credit  card,  overdraft  protection  plan  and  any  other 
transaction  whereby  a  bank,  credit  union,  or  licensee  extends  credit.  Generally,  a  loan 
which  was  not  in  violation  of  the  statute  when  made  is  permitted  to  be  repaid  according  to 
its  existing  terms. 

Institutions  regulated  by  the  Division  are  prohibited  from  offering  preferential  treatment  to 
employees  of  the  Division  who  would  not  otherwise  be  eligible  for  such  services.  Division 
employees  are  subject  to  its  Code  of  Conduct,  especially  in  the  event  that  such  employees 
default  on  a  loan  or  draw  a  check  on  insufficient  funds. 

B.  Commonwealth's  Conflict  of  Interest  Law-Gifts 

The  purpose  of  the  Conflict  of  Interest  Law,  G.L.  c.  268A,  as  described  by  the  State  Ethics 
Commission  is  "to  ensure  that  public  employees'  private  financial  interests  and  personal 
relationships  do  not  conflict  with  their  public  obligations.  The  law  is  broadly  written  to  prevent  a 
public  employee  from  becoming  involved  in  a  situation  which  could  result  in  a  conflict  or  give  the 
appearance  of  a  conflict."1 

Section  3  of  G.L.  c.  268A  governs  gifts  and  is  applicable  to  all  Division  employees,  state-chartered 
banks,  credit  unions,  licensees  and  others  involved  with  the  Division.  The  following  is  a  summary 
of  that  section  from  the  State  Ethics  Commission.  As  a  state  employee, 

It  is  illegal  to  request  or  accept  anything  of  "substantial  value"  from  anyone  with 
whom  you  have  or  are  likely  to  have  official  dealings  (absent  some  family  or 
social  relationship  which  would  explain  the  gift)  even  if  the  motivation  for  the  gift 
is  to  express  gratitude  for  a  job  well  done  or  to  foster  goodwill. 

It  is  also  illegal  for  a.  private  party  to  offer  or  give  anything  of  substantial  value  to 
a  public  official  or  employee  if  it  is  given  "for  or  because  of  some  act  the  official 
has  performed  or  will  perform;  this  is  true  even  if  there  is  no  corrupt  intent  on  the 
part  of  either  the  giver  or  the  receiver. 

In  1976,  the  Massachusetts  Appeals  Court  decided  that  $50  is  "substantial  value." 

In    1985,  the   State   Ethics   Commission  issued  a  similar  ruling.      Items   of 

"substantial  value"  range  from  cash,  additional  compensation  and  tips  to  free 


1  Commonwealth  of  Massachusetts,  State  Ethics  Commission,  A  Practical  Guide  to  the  Conflict  of  Interest  Law  and  Financial 
Disclosure  Law  for  State  Employees,  (Boston,  MA:  State  Ethics  Commission,  1987)  3. 
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tickets  and  passes  to  entertainment  events.  In  addition,  free  or  discounted  services 
such  as  construction  or  accounting  work  are  considered  gifts." 

To  avoid  any  appearance  of  impropriety,  the  Division  recommends  that  regulated  institutions  make 
no  gifts  to  Division  employees. 

C.  Outside  Employment  and  Business  Activity 

An  employee  of  the  Division  is  prohibited  from  working  for  any  entity,  other  than  the 
Commonwealth,  whether  self-owned  or  otherwise  during  the  employee's  work  hours.  In  addition, 
the  Division  would  look  to  ensure  that  any  outside  employment  or  business  activity  or  the  hours  to 
be  devoted  to  such  activity  would  not  impair  the  employee's  availability,  capacity  or  efficiency  in 
performing  his  or  her  official  duties  as  an  employee  of  the  Commonwealth. 

D.  Insider  Information 

1.  Confidentiality 

Under  Massachusetts  law,  all  information  developed  within  the  examination  process  is 
confidential  and  therefore  not  a  public  record.  (See  RB  1.1-104,  Public  Information 
Requests.)  Examiners  and  staff  of  the  Division  with  access  to  the  records  of  a  bank,  credit 
union,  or  licensee  and,  in  particular,  the  minutes  of  the  governing  board  are  required  to 
keep  that  information  confidential.  Additionally,  the  use  of  any  such  inside  information  by 
an  employee  of  the  Division  to  secure  unwarranted  privileges  for  themselves,  their  families 
or  others  or  to  further  the  employee's  personal  interest  in  any  manner  is  prohibited  under 
the  Conflict  of  Interest  Law.  The  purpose  of  this  prohibition  is  to  prevent  state  employees 
from  taking  advantage  of  their  official  positions  to  further  their  private  interests. 

2.  Recommendations  &  Referrals 

Employees  of  the  Division  may  not  recommend  or  suggest  that  anyone  obtain  the  services 
of  any  particular  professional  or  firm,  such  as  an  accountant,  attorney  or  any  other 
professional  with  any  official  business  which  involves  or  may  involve  the  Division. 

E.  Employment  Negotiation 

Financial  institutions  and  licensed  entities  regulated  by  the  Division  as  prospective  employers  of 
current  state  employees  should  be  aware  that  such  employees  are  subject  to  certain  disclosure 
requirements  in  regard  to  negotiating  for  prospective  employment.  There  is  a  substantial  risk  of 
conflicting  loyalties  whenever  a  public  employee  negotiates  for  prospective  employment  with  a 
party  with  whom  the  employee  has  concurrent  official  dealings.  The  State  Ethics  Commission 
issued  Commission  Advisory  No.  14  to  address  this  issue.  In  summary,  the  Advisory  provides  that 
a  state  employee  is  prohibited  from  participating  officially  in  any  particular  matter  in  which  any 
person  or  organization  with  whom  the  employee  is  negotiating  or  has  any  arrangement  concerning 
prospective  employment  has  a  financial  interest.  This  does  not  prohibit  a  state  employee  from 
seeking  prospective  employment  but  requires  that  certain  abstention  and/or  disclosure  requirements 
be  observed  if  the  employee  would  customarily  be  expected  to  participate  officially  in  a  matter 


State  Ethics  Commission  6. 
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affecting  the  financial  interests  of  the  person  or  organization  with  whom  the  employee  is 
negotiating.  In  these  situations,  the  employee  must  abstain  from  participation  in  the  matter. 
Further,  state  employees  must  also  notify  in  writing  both  the  State  Ethics  Commission  and  their 
appointing  official  of  the  nature  and  circumstances  of  the  particular  matter  and  make  full 
disclosure  of  the  financial  interest  affected.  For  specific  questions,  please  consult  the  Commission 
Advisory  or  contact  the  State  Ethics  Commission. 

III.  HISTORICAL  NOTES 

This  bulletin  combines  Administrative  Bulletin  5-6  first  issued  on  July  20,  1978,  Administrative  Bulletin  7- 
1  first  issued  on  July  8,  1976,  and  Administrative  Bulletin  9-2  deleted  in  1993. 

IV.  AUTHORITY 

G.L.  c.  167,  s.  2;  G.L.  c.  268A;  18  U.S.C.  ss.  212  and  213. 
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Division  of  Banks 

Regulatory  Bulletin  1.1-103 
March  27,  1998 


Advisory  Opinion  and  Approval  Requests 


I.  APPLICABILITY  AND  SCOPE 

This  bulletin  clarifies  the  procedure  which  all  banks,  credit  unions,  licensees,  and  their  representatives,  as 
well  as  members  of  the  public  must  follow  in  order  to  request  an  advisory  opinion  or  approval  from  the 
Division  of  Banks  (Division). 

II.  POLICY 

A.  Form 

All  requests  for  opinions  and  applications  for  approvals  must  be  written  and  addressed  directly  to 
the  Division  of  Banks.  The  Division's  current  address  is  100  Cambridge  Street,  20th  Floor, 
Boston,  Massachusetts  02202.  Such  requests  and  applications  must  contain  the  full  name  of  the 
person  filing  the  request  or  application,  address,  telephone  number  and  signature,  and  if  applicable 
the  full  name  of  the  financial  institution  represented  by  such  person.  Misdirected  requests  and 
applications  addressed  to  Division  personnel  other  than  the  Commissioner  will  cause  significant 
and  unnecessary  delays  in  processing. 

B.  Opinions 

Requests  for  opinions  must  concisely  present  all  known  issues,  facts,  and  citations  to  applicable  statutes, 
regulations,  regulatory  bulletins  or  other  advisory  opinions  within  the  Division's  jurisdiction.  A 
complete  analysis  of  the  facts  and  law  in  support  of  the  requestor's  position  must  be  provided.  Requests 
lacking  material  information  shall  be  considered  incomplete  until  the  Division  receives  such  information. 
Opinions  issued  by  the  Division  reflect  the  specificity  provided  in  opinion  requests.  Such  opinions  are 
binding  only  to  fact  patterns  which  do  not  vary  from  those  presented  in  the  request.  However,  such 
opinions  shall  have  precedential  value  in  regard  to  subsequent  opinion  requests  on  related  issues. 

C.  Approvals 

Requests  or  applications  for  approvals  from  the  Division  must  concisely  state  the  nature  of  the  approval 
sought  and  must  cite  the  statute  or  regulation  requiring  such  approval.  Each  element  required  by  statute, 
regulation,  regulatory  bulletin  or  advisory  opinion  must  be  addressed.  Requests  which  fail  to  provide 
any  material  information  shall  be  considered  incomplete  until  the  Division  receives  such  information. 
This  section  does  not  govern  formal  applications  for  regulatory  approval  reported  in  the  Division's 
Monthly  Activity  Report. 
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D.  Materiality 

The  Division  retains  complete  discretion  in  determining  what  information  may  or  may  not  be 
material  to  a  specific  opinion  or  approval  request  or  application. 

E.  Processing 

Every  effort  shall  be  made  by  the  Division  to  respond  to  completed  requests  for  opinions  and 
approval  applications  within  thirty  (30)  days  of  receipt.  However,  requests  involving  complex 
issues  of  law  or  public  policy  may  require  an  extended  review  period. 

F.  Digest  of  Selected  Opinions 

The  Division  issues  a  quarterly  Digest  of  Selected  Opinions  to  regulated  financial  institutions 
and  subscribers  to  the  Division's  Executive  List.  Recent  editions  of  the  Digest  may  be  viewed 
in  the  Legal  Section  of  the  Division's  website  at  www.state.ma.us/dob/.  To  become  a 
subscriber  to  the  Division's  Executive  List  contact  the  Business  Office  at  (617)  727-3139 
extension  316.  For  further  information  regarding  opinion  and  approval  requests,  contact  the 
Division's  Legal  Unit  at  (617)  727-3 139  extension  320. 

III.  HISTORICAL  NOTES 

This  bulletin  is  being  issued  in  January  1998  and  recites  existing  internal  Division  policies. 

IV.  AUTHORITY 

G.L.  c.  26,  ss.  2  and  4;  and  G.L.  c.  30A. 
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Division  of  Banks 

Regulatory  Bulletin  1.1-104 
March  27,  1998 


Public  Information  Requests 


I.  APPLICABILITY  AND  SCOPE 

The  purpose  of  this  bulletin  is  to  clarify  the  procedure  by  which  members  of  the  public,  banks,  credit 
unions,  licensees,  and  their  representatives  may  obtain  public  information  from  the  Division  of  Banks 
(Division). 

II.  POLICY 

The  Massachusetts  Public  Records  Law  at  G.L.  c.  66,  s.  10  provides  that  any  person  has  an  absolute  right 
of  access  to  public  information.  This  right  of  access  includes  the  right  to  inspect,  copy  or  have  copies  of 
records  provided  upon  the  payment  of  a  reasonable  fee.  What  constitutes  a  "public  record"  is  broadly 
defined  by  G.L.  c.  4,  s.  7(26)  which  also  sets  forth  statutory  exemptions  to  this  definition,  including  an 
exemption  for  work  papers  and  Reports  of  Examination  held  by  the  Division  pursuant  to  G.L.  c.  167,  s.  2. 
See  also  Ottoway  Newspapers,  Inc.  v.  Appeals  Court,  372  Mass.  539  (1977).  All  requests  for  public 
records  must  receive  a  response  as  soon  as  practicable,  without  unreasonable  delay  and  always  within  1 0 
days.  The  response  can  be  either  an  offer  to  provide  the  requested  materials  or  a  written  denial  detailing 
the  specific  legal  basis  for  withholding  the  requested  materials.  The  Division's  Public  Information  Officer 
is  responsible  for  responding  to  such  requests. 

III.  FREQUENTLY  REQUESTED  PUBLIC  RECORDS 

Frequently  requested  materials  available  from  the  Division  include  the  following: 

A.  Annual  Reports  to  the  Division  for  Regulated  Banks  and  Credit  Unions 

A  financial  report  of  the  assets,  including  loans,  and  liabilities  of  the  financial  institution  based  on  year- 
end  figures.     The  report  contains  aggregate  sums  in  various  balance  sheet  and  income  statement 
categories  and  a  listing  of  officials  of  the  institution.    These  reports  are  published  and  available  for 
several  years.   Reports  are  available  for  individual  institutions  or  as  a  compilation  by  institution  type. 
(See  RB  2.1-103,  Annual  Report  Filing.) 

B.  Annual  Report  on  Loans  to  Officers  and  Directors/Trustees 

A  listing  of  the  loans  made  by  the  financial  institution  to  its  officers  and  directors  by  individual  and 
dollar  amount.  (See  RB  2 . 1  - 1 02,  Insider  Transactions .) 
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C.  Annual  Reports  on  Division  Licensees 

Annual  filing  required  for  various  licensees  under  Division's  jurisdiction. 

D.  Quarterly  Reports  for  Mortgage  Lenders  and  Mortgage  Brokers 
Required  financial  reports  on  these  licensees. 

E.  Transaction  Applications 

Applications  filed  by  financial  institutions  with  the  Division  or  Board  of  Bank  Incorporation  for  various 
transactions  such  as,  branch  office  applications,  conversion  from  mutual  to  stock  form,  conversion  to 
bank  holding  company  structure,  bank  organization,  mergers  and  acquisitions. 

F.  License  Applications 

Applications  filed  with  the  Division  to  obtain  a  license  to  engage  in  a  regulated  business,  for  example, 
mortgage  lender  or  mortgage  broker,  collection  agency. 

G.  Activity  Reports 

Monthly  report  listing  newly  filed  and  pending  applications  before  the  Division  and  Board  of  Bank 
Incorporation  as  well  as  any  scheduled  hearings. 

H.  Community  Reinvestment  Act 

Ratings  for  banks  and  credit  unions  and  the  public  CRA  Performance  Evaluation  required  under  G.L.  c. 
167,  s.  14  and  209  CMR  46.00. 

I.  Digest  of  Selected  Opinions 

Quarterly  opinion  summaries  issued  by  the  Division  and  copies  of  written  opinions. 

J.  Credit  Card  Semi- Annual  Report 

Reports  compiled  as  of  June  30  and  December  31  from  information  submitted  pursuant  to  G.L.  c.  140, 
s.  1 14C  requiring  credit  card  issuers  to  report  the  finance  charge  rate,  any  annual  or  other  fee  and  the 
terms  and  conditions  under  which  a  finance  charge  may  be  imposed. 

K.  Shopper's  Credit  Guide 

Weekly  compilation  of  rates  offered  by  participating  financial  institutions  for  certain  mortgage  loans, 
home  equity  loans  and  automobile  loans. 

To  request  copies  of  public  records  and  materials,  please  contact  the  Division's  Public  Information  Officer 
at  (617)  727-3145,  ext.  344.  The  charge  for  photocopies  is  $.20  per  page  and  is  payable  by  check  or 
money  order  to  the  Massachusetts  Division  of  Banks. 
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Recent  editions  of  the  Division's  Digest  of  Selected  Opinions  as  well  as  current  activity  reports  may  be 
viewed  at  the  Division's  website  at  www.state.ma.us/dob/. 

IV.  RECORDS  EXEMPT  FROM  DISCLOSURE  REQUIREMENTS 

The  following  documents  held  by  the  Division  are  not  subject  to  G.L.  c.  66.  s.  10: 

A.  Reports   of  Examination   for   regulated   banks,    credit   unions,    licensees;    all   related 
workpapers;  and  subsequent  regulator  actions  resulting  from  an  examination. 

B.  Tax  returns  filed  with  certain  license  applications. 

C.  Any  other  records  exempt  from  the  definition  of  "public  records"  set  forth  in  clause  26  of 
G.L.  c.  4,  s.  7. 

V.  HISTORICAL  NOTES 

This  bulletin  is  being  issued  in  January  1998  in  order  to  publish  what  have  been  internal  Division  policies. 

VI.  AUTHORITY 

G.L.  c.  66,  s.  10;  G.L.  c.  168,  ss.  20  and  26;  G.L.  c.  170,  ss.  18  and  19;  G.L.  c.  171,  s.  26;  G.L.  c.  172, 
ss.  18  and  22;  209  CMR  18.08;  209  CMR  31.23;  209  CMR  42.10  and  4209(4);  209  CMR  44.06;  and  209 
CMR  45.11. 
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Division  of  Banks 

Regulatory  Bulletin  1.3-101 

March  27,  1998 


Adjustable  Rate  Mortgage  Loans3 


I.  APPLICABILITY  AND  SCOPE 

G.L.  c.  167E,  s.  2B(10)  authorizes  the  Commissioner  of  Banks  to  impose  conditions  and  restrictions  on 
certain  variable  rate  mortgage  loans  offered  by  state-chartered  depository  institutions.  In  addition,  G.L.  c. 
183,  s.  60  authorizes  the  Commissioner  to  impose  conditions  and  restrictions  on  certain  mortgage  notes 
which  will  not  amortize  attendant  loans  by  maturity.  Furthermore,  Chapter  224  of  the  Acts  of  1985 
overrides  the  Federal  preemptions  in  the  Gam-St.  Germain  Depository  Institutions  Act  of  1983  relative  to 
alternative  mortgages.  Pursuant  to  these  authorities,  the  Commissioner  herein  establishes  standards 
governing  adjustable  rate  mortgage  (ARM)  loans.  This  bulletin  applies  to  all  banks,  credit  unions, 
licensees,  mortgagees  and  their  representatives. 

The  conditions  and  restrictions  outlined  in  this  bulletin  apply  to  ARM  loans  secured  by  first  liens  on  one- 
to-four  family  properties  occupied  or  to  be  occupied  in  whole  or  in  part  by  the  borrowers.  Owner- 
occupancy,  and  therefore  applicability,  is  determined  when  the  loan  application  is  reviewed  as  a  non- 
commercial loan.  Such  loans  include  those  made  or  acquired  by  state-chartered  depository  institutions 
pursuant  to  G.L.  c.  167E,  s.  2B(10)  and  loans  subject  to  G.L.  c.  183,  s.  60. 

Any  sale  of  mortgage  loans  or  the  servicing  of  such  loans  must  be  subject  to  the  continued  applicability  of 
these  guidelines.  "Non-Securitized"  loan  participants  are  also  subject  to  these  guidelines  even  where  the 
whole  loans  are  held  by  a  non-regulated  originator.  These  guidelines  do  not  apply  to  certain  types  of 
variable  rate  loans  at  the  present  time,  including  open-end  lines  of  credit;  "bridge"  loans;  construction 
loans;  and  any  other  temporary  financing,  excluding  balloon  mortgages,  intended  by  the  parties  to  be  of 
short  duration. 

Commercial  loans  partially  secured  by  a  first  lien  on  an  owner-occupied  property  and  intended  for  non- 
consumer  business  purposes  are  also  excluded.  Loans  that  are  fully  secured  by  a  first  lien  on  applicable 
property  occupied  by  the  mortgagor  are  subject  to  the  guidelines  unless  the  criteria  considered  in  granting 
the  loan  was  that  reviewed  for  a  non-consumer  loan.  It  is  the  lender's  responsibility  to  fully  document  the 
criteria  considered  for  these  loans.  This  data  must  be  made  available  for  an  examiner's  review. 

II.  POLICY 

An  ARM  has  features  -  usually  the  payment,  the  term,  or  the  principal  balance  -  which  can  change  to 


-  For  the  purposes  of  G.L.  c.  184,  s.  17D,  this  bulletin  is  considered  Administrative  Bulletin  13-2C  and  continues  in  full  force 
and  effect. 
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reflect  a  change  in  the  interest  rate.  The  interest  rate  can  change  at  previously  scheduled  intervals  to  reflect 
the  movement  of  a  regional  or  national  index  measuring  prevailing  market  rates  and  conditions  in 
accordance  with  rules  and  procedures  specified  in  the  loan  product  description  and  contract  documents. 
The  conditions  and  restrictions  herein  identify  parameters  to  the  selection  of  those  rules  and  procedures. 
Both  long-term  notes  where  short-term  non-amortizing  or  partially-amortizing  loans  written  at  a  fixed  rate 
or  interest  which  is  renewed  or  extended  upon  maturity  at  a  new  rate  of  interest  are  addressed  herein.  If  an 
ARM  design  component  or  adjustment  procedure  is  not  permitted  in  these  guidelines,  it  cannot  be  used  until 
or  unless  express  authority  has  been  granted  by  the  Commissioner.  Because  it  is  the  intent  of  this 
restriction  to  encourage  stabilization  of  ARM  designs  but  not  to  discourage  product  innovation,  all  requests 
for  advisory  rulings  or  additions  to  these  guidelines  will  be  handled  expeditiously. 

A.  ARM  Loan  Price  Structure 

1.  General  Description 

All  ARM  prices,  or  interest  rates,  must  be  based  on  the  sum  of  the  value  of  a  specific 
index  at  a  particular  point  in  time  plus  a  margin.  The  lender  may  select  the  point  in  time 
during  the  application  process  that  the  index  is  fixed  and  the  initial  interest  rate  of  the  loan 
is  set  or  may  allow  the  borrower  to  do  so.  The  term  "application  process"  includes  the 
time  between  the  submission  of  a  completed  loan  application  and  closing.  The  margin 
selected  may  be  a  positive  number,  a  negative  number,  or  zero. 

2.  Index 

A  mortgagee  may  use  as  an  interest  rate  index  any  regional  or  national  measure  of  market 
rates  of  interest.  The  index  used  may  be  either  a  single  value  as  of  a  particular  date  or  a 
moving  average  of  a  particular  measure  of  rate  change  over  a  particular  period  of  time.  In 
either  case,  the  index  selected  must  be  readily  available  to  and  verifiable  by  the  borrower 
and  beyond  the  control  of  the  mortgagee  or  any  one  bank. 

In  selecting  an  index  for  a  particular  ARM  product,  the  mortgagee  will  identify  the  name  of  the 
index  and  the  name  of  the  publication  where  it  can  be  found  in  either  the  mortgage  note  or  in  the 
loan  program  disclosure  required  under  209  CMR  32. 19(b)(2)  and  Section  A(6).  The  Division 
will  equally  enforce  the  requirements  of  this  section  whether  they  are  set  out  in  the  mortgage 
note  in  loan  program  disclosure.  The  term  "most  recently  available  index"  will  mean  that  value 
most  recently  published  in  the  designated  publication  prior  to  the  rate  setting  or  rate  adjustment 
time. 

3.  Margin 

A  mortgagee  may  choose  any  number  of  percentage  points  to  add  to  the  index  value  as  a  margin 
at  the  time  the  ARM  product  is  designed.  The  chosen  margin  is  integral  both  to  the  structure  of 
the  ARM  product  design  and  any  one  loan  must  remain  constant. 

4.  Amortization  Requirements 

The  loan  may  be  fully  amortized,  partially  amortized,  or  non-amortized  for  up  to  the  first 
ten  years,  but  payments  must  then  amortize  over  the  remaining  term  of  the  loan  as  required 
byG.L.  c.  167Es.  3A. 
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5.  Introductory  Discounts 

A  mortgagee  may  offer  a  mortgage  loan  where  the  initial  interest  rate  on  the  mortgage  loan 
is  less  than  the  sum  of  the  most  recently  available  index  value  plus  the  margin,  but  only 
when  no  cash  payment  has  been  made  to  reduce  the  interest  rate.  In  that  case,  the  initial 
rate  is  determined  to  be  an  "introductory  discount"  and  must  be  referred  to  as  such  in  all 
advertising  and  promotional  materials  along  with  information  about  the  regular  price  of  the 
mortgage  loan  and  information  regarding  the  term.  In  no  case  may  the  amount  of  interest 
discounted  at  origination  be  carried  over  or  deferred  to  a  future  adjustment. 

6.  Maximum  Term  Interest  Rate  Cap 

All  ARMs  must  include  in  the  mortgage  note  a  maximum  interest  rate  that  may  be  imposed 
during  the  term  of  the  loan  in  accordance  with  209  CMR  32.20(a). 

B.  ARM  Loan  Options 

1.  General  Description 

The  ARM  price  structure  (the  most  recently  available  index  value  plus  the  margin)  may  be 
modified  either  at  origination  or  at  the  time  of  rate  adjustment  according  to  rules  and 
procedures  specified  by  any  of  the  following  permissible  loan  options  if  included  in  the 
note  at  origination. 

2.  Buydown 

A  "buydown"  is  defined  as  being  a  temporary  or  permanent  reduction  in  the  interest  rate, 
below  the  sum  of  the  index  value  plus  the  margin,  that  is  purchased  with  a  cash  payment  to 
the  mortgagee  by  either  the  borrower  or  a  third  party.  This  cash  payment  may  or  mav  not 
be  in  the  form  of  "points"  over  and  above  those  permitted  the  underwriter  for 
reimbursement  of  reasonable  underwriting  expenses  or  the  additional  points  that  may  be 
charged  to  reimburse  the  underwriter  for  expenses  or  the  additional  points  that  may  be 
charged  to  reimburse  the  underwriter  for  expenses  paid  by  the  underwriter  for  the  sale  of  a 
mortgage  loan  in  the  secondary  market,  as  provided  for  in  the  former  Administrative 
Bulletin  13-5  and  any  subsequent  amendments  to  it.  This  cash  payment  must  be  placed  in 
an  escrow  account. 

The  payment  differential  between  the  index  value  plus  the  margin  and  the  bought-down 
interest  rate  shall  be  drawn  from  this  account  on  a  periodic  basis  during  the  term  of  the 
buydown.  The  loan  contract  must  be  written  at  the  index  value  plus  the  margin  and  must 
contain  specific  information  about  the  source  and  the  amount  of  the  buydown.  The  rules 
and  procedures  for  the  operation  of  the  buydown  and  the  administration  of  the  escrow7 
account  must  be  specified.  If  the  loan  is  prepaid  before  the  end  of  the  buydown  period,  the 
remaining  balance  in  the  escrow  account  must  be  returned  to  the  borrower. 

3.  Periodic  Adjustment  Interest  Rate  Caps 

A  mortgagee  may  choose  to  limit  the  amount  that  the  interest  rate  on  an  ARM  product  may 
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change  at  each  adjustment.   The  cap  may  be  applied  to  either  the  base  interest  rate  or  the 
introductory  rate,  but  the  chosen  method  and  maximum  capped  rate  must  be  clearly 
identified  in  the  note.    Each  payment  adjustment  should  be  considered  separately  from' 
every  other  adjustment  and  should  be  independently  calculated  as  required  in  Section 
11(C)(3)(a)  before  being  modified  by  the  periodic  adjustment  interest  rate  cap. 

4.  Payment  Caps 

Increases  in  the  monthly  mortgage  payment  that  are  indicated  by  increases  in  the  interest 
rate  of  the  loan  may  be  limited  by  per  adjustment  payment  caps.  If  negative  amortization 
results,  the  loan  balances  may  increase  by  that  same  amount  up  to  the  maximum  loan-to- 
value  limitations  permitted  by  law. 

5.  Convertibility 

An  ARM  may  include  a  provision  allowing  the  mortgagor  to  elect  to  convert  the  mortgage 
from  an  adjustable  rate  to  a  fixed  rate  loan.  No  fees  or  points  may  be  charged  for 
exercising  a  loan  conversion  option. 

Interest  Rate  Adjustment:  Calculation  and  Notification 

1.  General  Requirement 

Any  change  made  in  the  interest  rate  on  an  ARM  over  the  life  of  the  loan  must  be  directly 
attributable  to  the  movement  of  the  index  in  accordance  with  a  formula  specified  in  the 
original  note.  The  exception  is  discussed  in  Section  11(D)(2).  No  fees  or  points  may  be 
charged  in  connection  with  an  adjustment  except  for  the  reappraisal  fee  when  permitted  by 
Section  11(B)(4). 

2.  Adjustment  Interval 

The  minimum  adjustment  interval  permitted  by  statute  is  six  months.  All  adjustment 
intervals  should  be  of  equal  length,  except  that  the  first  adjustment  interval  may  be  of 
unequal  length  if  necessary  to  establish  a  master  adjustment  schedule. 

3.  Adjustment  Calculation 

The  adjustment  calculation  must  be  based  on  the  most  recently  available  index  as  defined 
in  Section  11(A)(2)  of  these  guidelines.  The  adjustment  calculation  should  include  the 
following: 

a.  New  Index  Value  +  Margin  =  New  Base  Rate. 

b.  The  new  base  rate  calculated  in  (a)  above  should  be  modified  if  required  by 
any  selected  loan  option  as  discussed  in  Section  11(B). 

c.  Adjustments  made  to  the  payment,  loan  balance,  or  term  due  to  the  rate 
change  as  provided  for  in  the  loan  design  and  loan  documents  should  be 
calculated.    If  negative  amortization  will  result,  the  principal  balance  at  the 
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time  of  the  next  scheduled  adjustment  will  be  included  in  the  notice  required  in 
Section  11(C)(4). 

All  rounding  must  be  to  the  nearest  one-eighth  at  the  conclusion  of  the  adjustment 
calculation.  No  minimum  index  movement  may  be  required  to  justify  a  rate  adjustment 
calculation.  Rate  increases  are  optional;  rate  decreases  are  mandatory,  within  limits 
permitted  by  applicable  rate  caps. 

4.  Timing  and  Notice  of  Adjustment 

The  Adjustment  Calculation  shall  be  based  on  the  most  recently  available  index  on  a  fixed 
number  of  days,  at  least  30  but  not  more  than  60  days,  prior  to  the  interest  rate  change 
date.  The  number  of  days  selected  shall  be  included  in  the  mortgage  note.  A  written 
notice  which  complies  with  the  provisions  of  209  CMR  32.20(c)  shall  be  mailed  to  the 
borrower  no  less  than  30  but  not  more  than  60  days  prior  to  the  scheduled  adjustment  and 
shall  include  all  of  the  details  of  the  adjustment  calculation  required  in  Section  11(C)(3) 
including  the  actual  mathematical  calculations. 

5.  Index  Replacement 

If  the  selected  index  ceases  to  be  available  during  the  life  of  the  loan,  another  index  of 
approximately  the  same  volatility  shall  be  selected  by  the  mortgagee.  In  these  cases  the 
margin  specified  in  the  loan  documents  will  be  rendered  inapplicable,  and  the  value  of  the 
substitute  index  at  the  time  the  loan  was  originated  will  be  identified  and  subtracted  from 
the  base  interest  rate  to  calculate  the  replacement  margin.  The  index  and  the  replacement 
margin  will  be  used  in  calculating  subsequent  interest  rate  adjustments.  All  originally 
selected  loan  options  shall  remain  in  effect. 

6.  Index  Selection  and  Margin  Calculation 

If,  in  the  case  of  a  balloon  payment  mortgage  written  under  G.L.  c.  183,  s.  60,  where  the 
borrower  chooses  to  have  the  mortgage  loan  extended  and  an  index  and  margin  were  not 
identified  in  the  original  note,  the  index  for  the  extended  loan  will  be  that  index  most 
frequently  used  for  other  ARMs  being  written  by  the  institution.  The  margin  should  be 
calculated  by  determining  the  difference  between  the  index  value  effective  on  the  date  the 
note  was  written  on  and  the  interest  rate  of  that  note.  Adjustment  calculation  should  then 
follow  the  procedures  set  out  in  Section  11(C)(3). 

D.  Payment  Adjustment:  Calculation  and  Notification 

1 .  Connected  with  Rate  Change 

Payment  adjustments  which  are  directly  attributable  to  rate  changes  shall  be  made  in 
accordance  with  the  procedures  set  out  in  Section  11(C). 

2.  Connected  with  Amortization  Requirements 

Payment  adjustments  made  necessary  either  to  meet  requirements  to  fully  amortize  a  loan 
after  a  certain  period  of  time  or  because  the  limitations  on  negative  amortization  provided 
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for  in  Section  11(B)(4)  have  been  reached,  may  take  place  with  at  least  30  days  notice  to 
the  borrower.  Such  notification  shall  be  in  writing  and  shall  contain  a  full  explanation  of 
the  circumstances  that  have  led  to  the  payment  change  and  how  long  that  payment  will  be 
in  effect. 

E.  Product  Design  and  Application  Pending 

1.  Designing  an  ARM  Loan  Product 

Any  unique  combination  of  the  elements  of  an  ARM  discussed  in  Sections  A,  B  and  C 
constitutes  a  singular  loan  product.  Once  selected,  all  of  these  elements  are  fixed.  The 
number  of  points  to  be  charged  is  also  considered  integral  to  the  product  and  must  remain 
constant.  Each  separate  loan  product  must  then  be  separately  identified  by  name  or 
number.  The  loan  application  and  the  note  shall  include  this  identification.  If  any  element 
of  the  loan  product  changes,  the  result  is  a  different  loan  product  which  must  have  its  own 
name  or  number. 

The  actual  numeric  interest  rate  on  the  loan  is  not  one  of  the  elements  that  is  fixed  at  the 
time  of  product  design.  Rather,  the  method  by  which  the  interest  rate  will  be  established 
and  the  time  which  the  actual  interest  rate  will  be  determined  is  the  product  design  element 
that  must  remain  constant. 

2.  ARM  Application  Processing 

For  the  purpose  of  establishing  exactly  which  mortgage  product  the  consumer  is  applying 
for,  all  application  forms  for  ARM  shall  have  spaces  provided  for  the  identification  of  the 
specific  loan  product  being  requested.  For  the  purposes  of  establishing  a  base  point  from 
which  to  measure  performance  under  Section  11(E)(3),  all  application  forms  for  ARMs 
shall  have  spaces  provided  for  the  date  that  the  application  has  been  deemed  complete. 

Lenders  may  establish  their  own  requirements  for  what  constitutes  a  completed  application 
under  these  guidelines  except  in  cases  where  a  fee  has  been  charged  to  the  borrower.  In 
those  cases,  an  application  will  be  deemed  complete  on  the  date  that  the  fee  becomes  non- 
refundable in  whole  or  in  part. 

3.  ARM  Product  Availability  Limitations 

The  loan  product  applied  for  must  be  made  available:  (1)  if  an  application  form  for  a 
particular  ARM  is  accepted  by  the  mortgagee;  (2)  if  the  applicant  has  provided  all 
information  requested  by  the  mortgagee  within  30  calendar  days  of  the  request;  ,(3)  if  a 
loan  applicant  and  the  applicable  real  estate  collateral  both  meet  all  of  the  credit  and 
regulatory  standards  for  the  loan  product  applied  for;  and,  (4)  if  the  loan  is  closed  within 
90  calendar  days  of  the  date  the  application  is  deemed  complete;  provided,  however,  that  if 
the  failure  to  close  within  90  days  is  due  to  the  mortgagee,  any  agent  thereof,  or  any 
attorney  protecting  the  interest  of  the  mortgagee,  then  such  loan  product  shall  continue  to 
be  available  beyond  said  ninety  days. 

If  subsequent  requests  by  the  mortgagee  for  additional  information  beyond  that  originally 
requested  makes  it  impossible  for  the  applicant  to  complete  the  application  process  within 
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30  days,  the  timetable  in  (2)  and  (4)  above  will  be  extended  to  30  and  90  days  after  the 
request  for  additional  information  was  made.  If  an  applicant  does  not  meet  the  above  time 
limits,  and  the  product  is  no  longer  available,  the  borrower  will  be  so  informed  and  will  be 
given  the  opportunity  to  signify  in  writing  the  desire  to  have  the  application  considered  for 
a  different  loan  product. 

F.  Disclosure  Requirements 

1.  Timing  and  Contents  of  Disclosures 

Mortgagees  must  provide  all  of  the  disclosures  required  under  209  CMR  32. 19.  Copies  of 
the  Consumer  Handbook  on  Adjustable  Rate  Mortgages  and  the  loan  program  disclosures, 
required  under  209  CMR  32.19(b)(1)  and  209  CMR  32.19(b)(2)  respectively,  must  be 
available  in  the  offices  of  the  mortgagee  at  all  times  and  must  be  given  to  a  consumer  if 
and  when  they  first  request  adjustable  rate  mortgage  information. 

2.  Telephone  Inquiries 

Any  consumer  telephoning  a  mortgagee  relative  to  available  ARMs  must  be  informed 
about  the  availability  of  the  items  described  in  Section  11(F)(1). 

G.  Reverse  Mortgages 

These  guidelines  are  not  intended  to  prohibit  the  development  of  reverse  mortgage  loan  products  which 
advance  the  approved  loan  amount  to  the  consumer  in  periodic  payments  over  the  term  of  the  loan  and 
come  due  only  when  the  entire  amount  has  been  advanced  in  payments  or  used  to  pay  interest. 

III.  HISTORICAL  NOTES 

This  bulletin  was  formerly  Administrative  Bulletin  13-2C  effective  April  7,  1986  which  applied  to  ARMs 
for  which  applications  were  received  on  or  after  that  date.  Administrative  Bulletin  13-2C  replaced  former 
Administrative  Bulletin  13-2B  which  was  effective  July  8,  1981.  Amendments  to  Administrative  Bulletin 
13-2C  effective  October  1,  1988  applied  to  ARMs  for  which  applications  were  received  on  or  after  that 
date. 

IV.  AUTHORITY 

G.L.  c.  167E,  ss.  2  &  3A;  and  G.L.  c.  183,  s.  60. 
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Division  of  Banks 

Regulatory  Bulletin  1.3-102 
March  27,  1998 


Truth  in  Lending  Reimbursement  Guidelines 

I.  APPLICABILITY  AND  SCOPE 

The  Division  of  Banks  (Division)  is  authorized  under  G.L.  c.  140D,  s.6  to  require  institutions  to  make 
"adjustments"  (monetary  reimbursement)  to  the  accounts  of  consumers  for  understatements  of  annual  percentage 
rates  (APR)  or  finance  charges.  Pursuant  to  this  authority,  the  Division  herein  establishes  standards  governing 
restitution  for  Truth  in  Lending  (TIL)  Act  violations  of  APR  and/or  finance  charges. 

The  conditions  outlined  in  this  bulletin  apply  to  all  loans  governed  by  G.L.  c.  140D.  In  general,  the  Division  must 
require  restitution  when  understatements  result  from  a  clear  and  consistent  pattern  or  practice  of  violations,  gross 
neglect,  or  a  willful  violation  intended  to  mislead  the  consumer.  In  such  instances,  a  file  search  may  be  required 
to  detect  loans  containing  specific  problems  requiring  reimbursement. 

II.  DEFINITIONS 

The  following  definitions  apply  to  the  terms  used  in  this  bulletin,  except  as  provided  below,  are  those  found  in 
G.L.  c.  140D  and  209  CMR  32.00 

Current  examination.  The  most  recent  examination  in  which  compliance  with  G.L.  c.  MOD  and  209 
CMR  32.00  was  reviewed. 

Lump  sum  method.  A  method  of  reimbursement  in  which  a  cash  payment  equal  to  the  total  adjustment 
will  be  made  to  the  consumer. 

Lump  sum/payment  reduction  method.  A  method  of  reimbursement  in  which  the  total  adjustment  to  a 
consumer  will  be  made  in  two  stages: 

1 .  A  cash  payment  that  fully  adjusts  the  consumer's  account  up  to  the  time  of  the  cash 
payment,  and 

2.  A  reduction  of  the  remaining  payment  amounts  of  the  loan. 

Pattern  or  Practice.  Reimbursement  is  required  by  a  creditor  whenever  a  "pattern  or  practice"  of 
reimbursable  violations  occurs.  The  term  "pattern  or  practice"  is  set  forth  in  G.L.  c.  MOD.  However,  a 
pattern  or  practice  is  not  defined  by  the  statute,  209  CMR  32.00,  the  Federal  Reserve  Board's  Official 
Staff  Commentary  to  Regulation  Z,  the  Policy  Guide,  or  the  FFIEC's  interpretive  Questions  and 
Answers.  It  is  a  term  of  art,  which  must  be  applied  to  individual  situations  according  to  the  tacts  and 
circumstances  present.   A  pattern  or  practice  occurs  when  errors  stem  from  a  common  cause,  usually 
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within  one  type  of  consumer  credit  which  often  has  certain  common  characteristics.  A  pattern  or 
practice  is  not  represented  by  a  specific  number  of  loans,  nor  a  specific  percentage.  If  an  institution 
makes  one  loan  of  a  certain  type  and  with  certain  characteristics,  and  that  one  loan  has  an  understated 
APR  or  finance  charge  beyond  permissible  tolerances,  then  that  one  loan  may  represent  a  pattern  or 
practice.  A  pattern  or  practice  may  occur  in  one  branch  of  an  institution,  or  through  the  actions  of  one 
officer  in  an  institution.  Generally,  if  an  examination  reveals  reimbursable  violations  in  10%  or  more  of 
the  sample  taken,  the  Division  considers  the  violation  a  pattern  or  practice. 

Understated  APR  means: 

1.  For  all  loans  consummated  after  April  1,  1982,  which  have  a  scheduled  amortization 
period  of  10  years  or  less,  a  disclosed  APR  which,  when  increased  by  one-quarter  of 
one  percentage  point,  is  less  than  the  actual  APR  calculated  under  the  statute,  without 
taking  into  account  the  tolerance  provided  by  section  5(c)  of  the  TIL. 

2.  For  all  loans  consummated  after  April  1,  1982,  which  have  a  scheduled  amortization 
period  of  more  than  10  years,  a  disclosed  APR  which  is  less  than  the  actual  APR, 
including  the  tolerance  contained  in  section  5(c)  of  the  TIL  (one-eighth  of  one  percent 
for  regular  payment  transactions,  one-quarter  of  one  percent  for  irregular  payment 
transactions). 

Understated  Finance  Charge:  A  disclosed  finance  charge  which,  when  increased  by  a  numerical 
tolerance  that  is  generated  by  the  corresponding  APR  tolerance,  is  less  than  the  finance  charge  calculated 
under  the  statute.  For  example,  consider  a  single  payment  loan  with  a  one-year  maturity  which  is  subject 
to  a  one-quarter  of  one  percent  APR  tolerance.  If  the  amount  financed  is  $5,000  and  the  finance  charge 
is  $912.50,  the  APR  will  be  18.25  percent.  The  finance  charge  generated  by  the  APR  of  18  percent  on 
that  loan  would  be  $900.  The  difference  between  $912.50  and  $900  produces  a  numerical  tolerance  of 
$12.50.  If  the  disclosed  finance  charge  is  not  understated  by  more  than  $12.50,  reimbursement  would 
not  be  ordered. 

III.        POLICY 

A.  Description 

This  bulletin  summarizes  and  explains  the  restitution  provisions  of  G.L.  c.  HOD  s.  6.  The  material  also 
explains  corrective  actions  the  Division  believes  will  be  appropriate  and  generally  intends  to  take  in  those 
situations  in  which  the  statute  gives  the  Division  the  authority  to  take  equitable  remedial  action.  In 
dealing  with  TIL  reimbursement,  the  regulated  entity  needs  to  be  familiar  with  the  following  resource 
materials  which  provide  guidance: 

1.  G.L.  c.  140D  (also  known  as  "TIL")  and  its  implementing  regulation,  209  CMR 
32.00. 

2.  The  Federal  Reserve  Board's  Official  Staff  Commentary  to  Regulation  Z. 

3.  The  FFIEC's  Joint  Statement  of  Policy  -  "Administrative  Enforcement  of  the  Truth  in 
Lending  Act  -  Restitution"  and  the  FFIEC's  Questions  and  Answers  on  Truth  in 
Lending  Reimbursement  (Q&A).  While  TIL  and  this  bulletin  set  the  definitive  general 
principles  as  to  when  reimbursement  is  required,  the  FFIEC's  interpretive  Questions 
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and  Answers  on  Truth  in  Lending  Reimbursement  regarding  the  Policy  Guide  provide 
guidance  as  to  applying  the  principles  to  given  situations.  The  Division  hereby 
recognizes  the  Q&A  as  an  important  reference  to  be  used  with  this  bulletin. 

B.  Restitution  Provisions 

1.    Calculating  the  Adjustment 

a.  Consumers  will  not  be  required  to  pay  an  amount  in  excess  of  the  finance 
charge  or  dollar  equivalent  of  the  APR  actually  disclosed,  whichever  is  lower, 
on  transactions  involving  willful  violations  which  were  intended  to  mislead  the 
consumer. 

b.  On  all  other  transactions,  applicable  tolerances  provided  in  the  definitions  of 
understated  APR  and  understated  finance  charge  may  be  applied  in  calculating 
the  amount  of  the  adjustment  to  the  consumer's  account.  Only  the  amount 
outside  the  applicable  tolerance  is  the  amount  of  reimbursement. 

c.  Generally,  the  Division  recognizes  the  Office  of  the  Comptroller  of  the 
Currency's  (OCC)  APR  program  as  an  acceptable  means  of  calculating 
reimbursable  amounts.  However,  this  should  not  be  construed  as  the  only 
acceptable  means.  Creditors  seeking  alternatives  should  contact  the  Division 
for  approval. 

2.  Methods  of  Adjustment 

The  creditor  must  make  a  cash  payment  or  a  deposit  into  an  unrestricted  consumer  asset 
account,  such  as  an  unrestricted  savings  or  NOW  account.  However,  if  the  loan  is 
delinquent,  in  default,  or  has  been  charged  off,  the  creditor  may  apply  all  or  part  of  the 
reimbursement  to  the  amount  past  due.  The  consumer's  account  will  be  adjusted  using  the 
lump-sum  method  or  the  lump-sum/payment-reduction  method,  at  the  discretion  of  the 
creditor. 

3.  Special  Disclosures 

An  adjustment  is  not  required  if  such  disclosure  error  resulted  from  an  error  involving  the 
disclosure  of  a  fee  or  charge  that  would  otherwise  be  excluded  in  computing  the  finance 
charge,  including  but  not  limited  to  violations  involving  the  disclosures  described  in  sub- 
sections (c)  and  (d)  of  section  4  of  the  TIL,  in  which  event  the  Division  may  require  such 
remedial  action  as  it  determines  to  be  equitable. 

4.  Obvious  Error  Rule 

If  an  APR  was  disclosed  correctly,  but  the  finance  charge  required  to  be  disclosed  was 
understated,  or  if  the  finance  charge  was  disclosed  correctly  but  the  APR  required  to  be 
disclosed  was  understated,  no  adjustment  will  be  required  if  the  error  involved  a  disclosed 
value  which  was  ten  percent  or  less  of  the  amount  that  should  have  been  disclosed. 
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5.  Violations  Involving  the  Non-Disclosure  of  APR  or  Finance  Charge 

a.  In  cases  where  an  APR  was  required  to  be  disclosed  but  was  not,  the  APR 
shall  be  considered  to  be  the  contract  rate,  if  disclosed  on  the  note  or 
Truth  in  Lending  disclosure  statement. 

b.  In  cases  where  an  APR  was  required  to  be  disclosed  but  was  not  and  no 
contract  rate  was  disclosed,  consumers  will  not  be  required  to  pay  an  amount 
greater  than  the  actual  APR  reduced  by  one-quarter  of  one  percentage  point  in 
the  case  of  first  lien  mortgage  transactions,  and  by  one  percentage  point  in  all 
other  transactions. 

c.  In  cases  where  no  finance  charge  was  disclosed,  consumers  will  not  be 
required  to  pay  an  amount  greater  than  the  APR  tolerance  as  described  above. 
The  disclosed  finance  charge  shall  be  considered  to  be  generated  from  the 

contract  rate,  as  disclosed  on  the  note  or  Truth  in  Lending  disclosure 
statement. 

6.  Division's  Discretion 

In  unique  circumstances,  institutions  may  choose  to  request  that  adjustments  not  be 
required.  Upon  such  appeal  to  the  Division,  adjustments  will  not  be  required  if  the 
Division  determines  that  the  disclosure  error  resulted  from  any  unique  circumstance 
involving  a  clearly  technical  and  non-substantive  disclosure  violation  which  did  not 
adversely  affect  information  provided  to  the  consumer,  which  did  not  mislead  or  otherwise 
deceive  the  consumer,  and  the  impact  upon  the  consumer  due  to  the  disclosure  error  is  not 
significant. 

7.  Safety  and  Soundness 

Full  adjustments  will  always  be  required.  However,  the  affected  creditor  will  be  permitted 
to  make  the  full  adjustment  in  partial  payments  over  an  extended  period  in  order  to 
minimize  the  adverse  impact  on  its  safety  and  soundness. 

8.  De  Minimis  Rule 

No  adjustment  shall  be  ordered  if  the  amount  of  the  adjustment  would  be  less  than  a  dollar. 

9.  Corrective  Action  Period 

a.  Open-end  credit  transactions  will  be  subject  to  an  adjustment  if  the  violation 
occurred  within  the  two-year  period  preceding  the  date  of  the  current 
examination. 

b.  Closed-end  credit  transactions  will  be  subject  to  an  adjustment  if  the  violation 
resulted  from  a  clear  and  consistent  partem  or  practice  or  gross  negligence 
where: 
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i.  There  is  an  understated  APR  or  finance  charge,  and  the  practice 

giving  rise  to  the  violation  is  identified  during  a  current  examination 
(Loans  containing  the  violation  which  were  consummated  since  the 
date  of  the  immediately  preceding  examination  are  subject  to  an 
adjustment.),  and 

ii.  There  is  an  understated  APR  or  finance  charge,  and  the  practice 

giving  rise  to  the  violation  was  identified  during  the  prior 
examination,  and  the  practice  is  not  corrected  by  the  date  of  the 
current  examination  (loans  containing  the  violation  which  were 
consummated  since  the  creditor  was  first  notified  in  writing  of  the 
violation  are  subject  to  an  adjustment),  but  in  no  event  will  an 
adjustment  be  ordered  if  the  action  causing  the  understatement 
occurred  four  year  prior  to  the  current  examination. 

c.  Variable-rate  transactions  where  the  initial  rate  is  discounted  from  the  index 
rate  used  for  later  adjustments  and  results  in  a  clear  and  consistent  pattern  or 
practice  or  gross  negligence  involving  an  understated  APR  or  finance  charge 
will  be  subject  to  an  adjustment. 

d.  For  terminated  loans  subject  to  Section  111(B)(2)  above,  an  adjustment  will  not 
be  ordered  if  the  violation  occurred  in  a  transaction  consummated  more  than 
four  years  prior  to  the  date  of  the  current  examination. 

e.  Each  closed-end  credit  transaction  containing  a  willful  violation  intended  to 
mislead  the  consumer  is  subject  to  an  adjustment. 

10.         Exemption  from  Restitution  Orders 

A  creditor  shall  not  be  subject  to  an  order  to  make  an  adjustment,  if  within  sixty  days  after 
discovering  a  disclosure  error,  whether  pursuant  to  a  final  written  examination  report  or 
through  the  creditor's  own  procedures,  the  creditor  notifies  the  person  concerned  of  the 
error  and  adjusts  the  account  so  as  to  assure  that  such  person  will  not  be  required  to  pay  a 
finance  charge  in  excess  of  the  finance  charge  actually  disclosed  or  the  dollar  equivalent  of 
the  APR  actually  disclosed,  whichever  is  lower. 

IV.  HISTORICAL  NOTES 

This  bulletin  is  being  issued  for  the  first  time.  This  bulletin  clarifies  an  existing  internal  policy  of  the 
Division.  This  bulletin  is  adapted  and  draws  heavily  from  the  FFIEC's  Joint  Statement  of  Policy, 
"Administrative  Enforcement  of  the  Truth  in  Lending  Act  -  Restitution". 

V.  AUTHORITY 

G.L.  c.  140D  s.  6;  209  CMR  32.00. 
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Division  of  Banks 

Regulatory  Bulletin  1.3-103 

March  27,  1998 


Consumer  Protection  and  Fair  Lending  Examinations 


I.  APPLICABILITY  AND  SCOPE 

The  purpose  of  this  bulletin  is  to  clarify  the  authority  of  the  Division  of  Banks  (Division)  to  examine  for 
compliance  with  all  applicable  state  and  federal  consumer  protection  laws.  This  bulletin  applies  to  all 
banks,  credit  unions,  and  licensees. 

II.  POLICY 

A.  Banks  and  Credit  Unions 

The  Division  is  authorized  under  Massachusetts  G.L.  c.  167,  s.  2  to  examine  state-chartered 
financial  institutions  for  compliance  with  all  applicable  state  and  federal  laws.  Pursuant  to  this 
authority,  the  Division  conducts  examinations  to  review  for  compliance  with  various  consumer 
protection  and  fair  lending  laws  and  regulations.  These  include,  but  are  not  limited  to,  the 
Community  Reinvestment  Act,  the  Equal  Credit  Opportunity  Act,  the  Home  Mortgage  Disclosure 
Act,  the  Fair  Housing  Act,  the  Fair  Credit  Reporting  Act,  the  Truth-in-Lending  Act,  the  Truth-in- 
Savings  Act,  the  Electronic  Fund  Transfers  Act,  the  Fair  Debt  Collection  Practices  Act,  the  Flood 
Insurance  Protection  Act,  and  the  Real  Estate  Settlement  Procedures  Act. 

B.  Licensees 

Many  of  the  above  federal  laws  and  regulations  are  also  applicable  to  the  conduct  of  the  business 
of  licensees.  Accordingly,  the  Division  may  examine  a  licensee  for  compliance  with  all  applicable 
state  and  federal  consumer  protection  and  fair  lending  laws  and  regulations,  including  the  Attorney 
General's  regulations  found  at  940  CMR  8.00. 

III.  HISTORICAL  NOTES 

This  bulletin  replaces  former  Administrative  Bulletin  5-9,  "Equal  Credit  Opportunity  Examination,"  which 
was  restated  in  1992.  The  bulletin  has  been  substantially  changed  to  account  for  repeal  of  804  CMR  7.00 
by  the  Massachusetts  Commission  Against  Discrimination.  In  addition,  the  bulletin  was  expanded  to 
provide  greater  clarification. 

IV.  AUTHORITY 

G.L.  c.  167,  s.  2;  G.L.  c.  169,  s.  10;  G.L.  c.  169A,  s.  11;  G.L.  c.  255B,  s.  3;  G.L.  c.  255C,  s.  6;  G.L.  c. 
255D,  s.  3;  and  G.L.  c.  255E,  s.  8. 


35  RB  1.3-103 


Division  of  Banks 

Regulatory  Bulletin  2.1-101 

March  27,  1998 


Audit  Policy  Requirements 


I.  APPLICABILITY  AND  SCOPE 

The  purpose  of  the  bulletin  is  to  enumerate  guidelines  relative  to  establishing  and  maintaining  an  audit 
policy.  This  bulletin  is  applicable  to  all  banks  and  credit  unions  (hereinafter  referred  to  as  "institution(s)"). 
(See  209  CMR  43.00  et  seq.,  establishing  specific  audit  requirements  for  credit  unions.) 

II.  POLICY 

A.  Prior  to  the  annual  audit  required  by  statute,  the  auditing  or  finance  committee  shall  meet 
to  (a)  review  the  institution's  most  recent  audit  and  examination  reports,  and  (b)  based  on 
this  review,  identify  those  areas,  both  new  and  existing,  to  which  special  attention  should 
be  given.  The  critical  areas  of  the  proposed  audit  scope,  the  firm  selected  and  the  cost  of 
the  audit  should  be  reported  to  the  Division  of  Banks  (Division)  as  soon  as  it  is  accepted 
by  the  committee. 

B.  During  the  course  of  such  audit,  the  auditing  or  finance  committee  shall  make  themselves 
reasonably  available  for  consultation  with  the  accountant  conducting  the  audit. 

C.  At  the  conclusion  of  the  audit,  the  auditing  or  finance  committee  shall  review  the  audit 
report  prepared  by  the  accountant.  Such  meeting  shall  be  held  without  the  officers  of  the 
bank  being  present  except  at  the  request  of  the  auditing  or  finance  committee  and  only  for 
the  purpose  of  responding  to  specific  questions  raised  by  the  audit  report.  It  should  be 
emphasized  here  that  the  accountants  shall  report  only  to  the  auditing  or  finance 
committee,  and  not  to  the  management  of  the  institution. 

D.  Having  received  and  reviewed  the  audit  report  prepared  by  the  accountant,  the  auditing  or 
finance  committee  shall  submit  such  report,  along  with  its  own  conclusions,  to  the 
governing  board  of  the  institution.  A  copy  of  the  completed  report  and  management  letter 
should  be  sent  to  the  Division.  If  a  management  letter  is  not  provided  by  the  auditor,  the 
institution  should  submit  a  letter  with  the  audit  report  that  no  management  letter  was 
received. 

E.  Moreover,  as  a  general  matter,  minutes  of  the  meetings  of  the  auditing  or  finance 
committee  shall  be  taken,  as  well  as  attendance  records.  Such  minutes  and  attendance 
records  of  the  auditing  or  finance  committee  shall  be  made  available  to  examiners  from  the 
Division. 


36  RB  2.1-101 


III.  VERIFICATION  OF  SAVINGS  ACCOUNTS 

Verification  of  savings  accounts  by  state-chartered  banks  shall  be  governed  by  the  provisions  of  G.L.  c. 
167,  s.  20.  Additional  requirements  relative  to  such  verification  by  state-chartered  credit  unions  are  set 
forth  in  209  CMR  43.05(5). 

IV.  HISTORICAL  NOTES 

This  bulletin  replaces  former  Administrative  Bulletins  1-3  issued  July  1,  1979,  and  Administrative 
Bulletins  1-4  and  22-1 A  as  restated  in  1992. 

V.  AUTHORITY 

G.L.  c.  167,  s.  20;  G.L.  c.  168,  s.  25;  G.L.  c.  170,  s.  14;  and  G.L.  c.  171,  s.  16. 
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Division  of  Banks 

Regulatory  Bulletin  2. 1  -1 02 
March  27,  1998 


Insider  Transactions 

I.  APPLICABILITY  AND  SCOPE 

The  purpose  of  this  bulletin  is  to  clarify  the  relationship  between  certain  Massachusetts  banking  statutes4 
governing  extensions  of  credit  to  officers,  and  directors  or  trustees  and  applicable  federal  provisions  found 
in  Regulation  O.5  The  bulletin  also  sets  forth  approval  and  record  keeping  requirements  governing  certain 
service  or  contract  transactions  between  a  financial  institution  and  specified  insiders.  It  is  intended  to  limit 
the  potential  for  unsafe  and  unsound  insider  abuses  and  self  dealing.  It  also  seeks  to  eliminate  apparent  or 
unnecessary  compliance  conflicts  between  state  and  federal  provisions  and  thereby  to  avoid  unnecessary 
regulatory  burden. 

State-chartered  savings  banks,  co-operative  banks,  and  trust  companies  are  subject  to  all  provisions  of  this 
bulletin.  Extensions  of  credit  to  directors  and  senior  management  employees  by  credit  unions  are  governed 
by  Regulatory  Bulletin  4.1-101.  Credit  unions  are  therefore  excluded  from  Section  III(A)  of  this  bulletin. 
Credit  unions  are  subject,  however,  to  Section  III(B). 

II.  DEFINITIONS 

The  following  words  shall,  unless  the  context  otherwise  requires,  have  the  following  meanings :- 

Affiliate:  the  word  as  defined  by  12  CFR  215.2(a). 

Company:  the  word  as  defined  by  12  CFR  215.2(b). 

Control:  the  word  as  defined  by  12  CFR  215.2(c). 

Director:  any  director  of  a  co-operative  bank  or  trust  company.  The  term  also  includes  any 
director  of  a  credit  union  for  the  purposes  of  Section  III(B)  of  this  bulletin.  However,  the  term 
does  not  include  an  honorary  director  provided  such  honorary  position  meets  the  requirements  of 
12CFR215.2(d)(l)-(3). 


4  The  Massachusetts  banking  statutes  generally  prohibit  any  extensions  of  credit  to  certain  officers  of  state-chartered 
institutions  except  for  certain  enumerated  types  of  credit  on  a  non-preferential  basis.  Maximum  loan  limits  are  prescribed  for 
each  type  of  authorized  credit.  Non-preferential  extensions  of  credit  to  directors  and  related  interests  are  permitted  up  to 
statutory  limits  on  maximum  loans  to  one  borrower  requirements  provided  certain  approval  and  abstention  requirements  are 
met.  Specific  public  reporting  requirements  also  are  prescribed.  (See  generally,  G.L.  c.  168,  ss.  19-20;  G.L.  c.  170,  s.  19;  G.L. 
c.  172,  s.  18;  G.L.  c.  167E,  s.  14.) 

5  References  to  Regulation  O  are  cited  to  12  CFR  Part  215  which  governs  state-chartered  member  banks  and  state-chartered, 
FDIC  insured,  non-member  banks  through  an  incorporation  by  reference  in  12  CFR  Part  337.3. 
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Division:  the  Division  of  Banks,  including  the  Commissioner  of  Banks. 

Officer:  any  person  who  is  subject  to  the  provisions  of  G.L.  c.  168,  s.  19;  G.L.  c.  170,  s.  19;  G.L. 
c.  172,  s.  18.  The  term  also  includes  any  officer  of  a  credit  union  specified  in  G.L.  c.  171,  s.  15 
for  the  purposes  of  Section  III(B)  of  this  bulletin. 

Immediate  family :_  the  words  as  defined  by  12  CFR  215.2(g). 

Insider:  the  word  as  defined  by  12  CFR  215.2(h),  except  that  "executive  officer"  shall  mean 
"officer." 

Person:  the  word  as  defined  by  12  CFR  215.2(1). 

Principal  shareholder:  the  words  as  defined  by  12  CFR  215.2(m). 

Related  interest:  the  words  as  defined  by  12  CFR  215.2(n). 

State-chartered  institution:  a  savings  bank,  co-operative  bank,  or  trust  company.  The  term  also 
includes  a  credit  union  for  the  purposes  of  Section  III(B)  of  this  bulletin.  A  state-chartered 
institution  is  deemed  to  be  a  "member  bank"  for  definition  purposes  under  Section  II,  regardless  of 
its  actual  legal  status  as  a  FDIC  insured,  non-member  bank. 

Subsidiary:  the  word  as  defined  by  12  U.S. C.  §  1841(d). 

Trustee:  any  trustee  of  a  savings  bank,  including  a  member  of  its  board  of  investment.  The  term 
does  not  include  a  corporator  unless  such  corporator  also  is  a  trustee  or  officer.  However,  the  term 
does  not  include  an  honorary  trustee  provided  such  honorary  position  meets  the  requirements  of  12 
CFR215.2(d)(l)-(3). 


III.        POLICY 


A.  Extensions  of  Credit  to  Officers,  Directors  or  Trustees,  and  Principal  Shareholders 

and  Related  Interests 

1.  Relationship  Between  Massachusetts  Statutes  and  Regulation  O 

It  is  the  Division's  position  that  Massachusetts  statutory  prohibitions  and  limitations  on 
loans  to  officers  and  directors  or  trustees  are  to  be  read  in  conjunction  with  applicable 
comparable  provisions  of  Regulation  O.  The  general  rule  is  that  the  more  stringent  or 
restrictive  provision  of  state  or  federal  law  shall  ordinarily  control.  For  example. 
Regulation  0  generally  permits  certain  types  of  credit  to  be  extended  by  a  financial 
institution  to  its  executive  officers  up  to  the  institution's  legal  lending  limit  in  certain 
circumstances.  (See  12  CFR  215.5(c)(l)-(4),  expressly  authorizing  unlimited  education 
loans;  residential  mortgage  loans;  certain  secured  loans  under  12  CFR  215.4  (d)(3)(i)(A); 
and,  other  credit  for  unspecified  purposes  up  to  specified  aggregate  limits.)  State  statutory 
provisions,  however,  substantially  limit  extensions  of  credit  by  state-chartered  institutions 
to  their  officers.  Such  institutions  are  generally  limited  to  credit  extensions  of  up  to:  (a) 
$75,000  for  educational  purposes;  (b)  $275,000  for  residential  mortgage  loans;  and,  (c) 
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$20,000  for  secured  or  unsecured  loans  for  unspecified  purposes.6  Certain  loans  secured 
by  deposits  also  are  exempted  from  the  general  statutory  prohibitions.  Since  state  law  is 
more  restrictive  as  to  the  types  and  amounts  of  credit  a  state-chartered  institution  may 
extend  to  its  officers,  it  is  legally  controlling  notwithstanding  the  relatively  more  liberal 
provisions  of  Regulation  O. 

2.  Extensions  of  Credit  to  Officers 

a.  All  extensions  of  credit  by  a  state-chartered  institution  to  its  officers  shall 
be  limited  to  the  types  of  credit  and  subject  to  the  maximum  aggregate 
loan  limitations  specified  in  the  applicable  provisions  of  G.L.  c.  168,  s. 
19;  G.L.  c.  170,  s.  19;  or  G.L.  c.  172,  s.  18,  as  dictated  by  the 
institution's  type  of  bank  charter.7  Such  credit  extensions  shall  also  be 
subject  to  the  provisions  of  Section  111(A)(4)  and  (6)  of  this  bulletin. 

b.  The  term  "officer"  shall  have  the  meaning  prescribed  by  applicable  state 
statute.  An  institution  may  utilize  the  corporate  procedures  or  documents 
specified  in  12  CFR  215.2  (e)(1)  to  exclude  individual  officers  if  such 
persons  do  not  "participate  in  major  policy  functions"  provided  other  state 
statutory  criteria  are  satisfied. 

3.  Extensions  of  Credit  to  Directors  or  Trustees 

All  extensions  of  credit  by  a  state-chartered  institution  to  its  directors  or  trustees  shall  be  subject 
to  the  maximum  aggregate  loan  limitations  specified  in  G.L.  c.  167E,  s.  14  or  12  CFR  215.2(i) 
(to  the  extent  it  is  applicable),  which  ever  is  less.  Such  credit  extensions  also  shall  be  subject 
to  the  provisions  of  Section  HI(A)(4)-(6)  of  this  bulletin. 

4.  Non-Preferential  Credit  Terms  and  Conditions 

a.  No  state-chartered  institution  shall  extend  credit  to  officers,  directors  or 
trustees  upon  preferential  terms  and  conditions. 

b.  The  term  "preferential  terms  and  conditions"  or  similar  terms  used  in  this 
bulletin,  shall  be  construed  in  accordance  with  12  CFR  215.4(a)  and  the 
prohibitions  contained  therein,  excluding  credit  extensions  made  under 
employee  benefit  or  compensation  programs  which  are  otherwise 
permitted  under  12  CFR  215.4(a)(2)(i)-(ii). 

5.  Abstention  and  Prior  Approval  Requirements 

a.  A  director  or  trustee,  including  an  officer  who  is  also  a  director  or  trustee, 

shall  formally  abstain  from  reviewing  or  approving  any  loan  or  extension 
of  credit  authorized  by  Section  III(A)  of  this  bulletin  to  such  director  or 
trustee. 


6 


The  cited  maximum  aggregate  loan  limitations  reflect  statutory  amendments  as  of  January  1,  1998. 
Stock  form  savings  banks  and  co-operative  banks  are  governed  by  G.L.  c.  172  s.  1 8.  Only  mutual  form  savings  banks  and  co- 
operative banks  are  governed  by  G.L.  c.  168  ss.  19-20  and  G.L.  c.  170  s.  19,  respectively. 
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b.  All  loans  or  extensions  of  credit  authorized  by  Section  III(A)  of  this 
bulletin  shall  require  the  formal  prior  approval  of  a  majority  of  the  state- 
chartered  institution's  disinterested  directors  or  trustees. 

c.  The  term  "prior  approval"  or  similar  terms  used  in  this  bulletin,  shall  be 
construed  in  accordance  with  12  CFR  215.4(b)  and  the  requirements  set 
forth  therein. 

6.  Record  keeping  Requirements 

a.  Internal  Records 

State-chartered  institutions  shall  maintain  complete  and  accurate  internal  records 
and  documentation  demonstrating  compliance  with  Section  III(A)  of  this  bulletin. 
Such  internal  records  shall  be  deemed  to  be  in  compliance  with  this  provision  if 
they  meet  the  requirements  of  12  CFR  215.8.  The  records  required  to  be 
maintained  hereunder  shall  be  subject  to  examiner  review  for  compliance  with  this 
bulletin. 

b.  Public  Reports 

State-chartered  institutions  shall  prepare  and  file  with  the  Division  the  information 
on  loans  and  credit  extensions  to  officers  and  directors  or  trustees,  principal 
shareholders  and  related  interests  required  by  G.L.  c.  168,  s.  20;  G.L.  c.  170,  s. 
19;  or  G.L.  c.  172,  s.  18.  Filed  reports  are  subject  to  disclosure  upon  request 
pursuant  to  the  Commonwealth's  Public  Records  Law,  G.L.  c.  66,  s.  10.  (See 
Regulatory  Bulletins  1.1-104  and  2.1-103.)  These  reports  are  distinct  from  and  in 
addition  to  the  publicly  available  data  required  under  12  CFR  215.11. 

7.  Extensions  of  Credit  to  Principal  Shareholders  and  Related  Interests 

Extensions  of  credit  by  a  state-chartered  institution  to  principal  shareholders  and  related 
interests  are  governed  by  Regulation  O,  except  to  the  extent  that  G.L.  c.  172,  s.  18, 
imposes  specific  public  reporting  requirements  for  extensions  of  credit  to  principal 
shareholders  and  related  interests  of  trust  companies  and  stock  form  savings  banks  and 
cooperative  banks.  (See  above  Section  111(A)(6)(b).) 

B.  Contracts  or  Services  between  State-chartered  Institutions  and  Insiders 

1.  Covered  Contracts  or  Services 

a.  Types  of  Covered  Contracts  and  Services 

Transactions  between  a  state-chartered  institution  and  an  insider,  as  defined  in 
Section  II  above,  for:  (i)  goods,  including  but  not  limited  to,  insurance,  supplies 
and  other  goods  used  in  the  normal  course  of  transacting  a  banking  business;  (ii) 
professional  or  other  services,  including  but  not  limited  to,  legal,  accounting, 
management,  consulting,  facility  maintenance  and  management,  brokerage  of  all 
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kinds  (i.e..  real  estate,  securities  and  insurance  brokerage);  architectural  or  general 
contracting;  and,  (iii)  the  lease  or  sale  of  personal  or  real  property;  are  subject  to 
the  requirements  of  Section  III(B)  of  this  bulletin. 

b.  Value  of  Covered  Contracts  or  Services 

A  covered  contract  or  service  is  subject  to  the  requirements  of  Section  III(B)  of 
this  bulletin  if  the  value  of  aggregate  insider  contracts,  commissions,  fees  and 
other  compensation  meets  or  exceeds  the  following  thresholds: 

i.  $20,000  -  if  the  institution  has  less  than  $100  million  in  total 

assets; 
ii.  $50,000  -  if  the  institution  has  more  than  $100  million  in  total 

assets,  but  less  than  $500  million  in  total  assets; 
iii.  $100,000  -  if  the  institution  has  more  than  $500  million  in  total 

assets. 

State-chartered  institutions  subject  to  Section  III(B)  of  this  bulletin  may  request  by 
written  application  to  the  Division  for  a  modification  of  these  threshold  values 
under  whose  discretion  such  a  modification  may  be  approved  on  a  case  by  case 
basis.  (See  RB  1 . 1-103,  Advisory  Opinion  and  Approval  Requests.) 

c.  Extensions  of  Credit 

A  state-chartered  institution  shall  include  the  outstanding  aggregate  balance  of  all 
credit  extensions  to  an  insider  in  calculating  the  value  of  a  covered  transaction  and 
whether  a  covered  contract  or  service  meets  or  exceeds  the  thresholds  specified  in 
Section  111(B)(1)(b)  of  this  bulletin. 

d.  Exception  for  Intercompany  Covered  Transactions 

The  provisions  herein  applicable  to  the  application  of  the  voting,  record  keeping 
and  other  requirements  of  this  bulletin  do  not  apply  to  "covered  transactions" 
between  "affiliates"  as  those  terms  are  defined  in  12  U.S.C.  §  371(c)  or  to 
"intercompany  transactions"  which  involve  a  federal  bank  holding  company  which 
controls  1 00%  of  the  common  stock,  directly  or  indirectly,  of  all  parties  to  a 
transaction. 

2.  Preferential  Terms  and  Conditions 

a.  No  state-chartered  institution  shall  enter  into  a  covered  contract  with,  or 
retain  the  services  of,  an  insider  upon  terms  and  conditions  that  are 
preferential  to  the  insider  or  adverse  to  such  institution. 

b.  A  covered  contract  or  service  is  not  preferential  if  it  is  made  with  or 
provided  to  persons  who  are  not  insiders  on  substantially  the  same  terms 
and  conditions  as  those  prevailing  for  comparable  market  transactions. 
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3.  Abstention  and  Prior  Approval  Requirements 

a.  An  insider  who  is  a  director  or  trustee,  including  an  officer  who  is  also  a 
director  or  trustee,  shall  formally  abstain  from  negotiating,  entering  into, 
reviewing  or  approving  any  covered  contract  or  service  governed  by 
Section  III(B)  of  this  bulletin. 

b.  All  covered  contracts  or  services  subject  to  Section  III(B)  of  this  bulletin 
shall  require  the  formal  prior  approval  of  a  majority  of  the  entire  state- 
chartered  institution's  governing  board,  excluding  any  individual(s) 
subject  to  Section  111(B)(3)(a)  because  of  such  transaction. 

c.  Prior  approval  requirements  may  be  satisfied  by  meeting  the  procedural 
requirements  set  forth  in  12  CFR  215.4(b)(l)(i)-(ii)  and  12  CFR 
215.4(b)(4). 

4.  Record  Keeping  Requirements 

State-chartered  institutions  shall  maintain  complete  and  accurate  internal  records  and 
documentation  demonstrating  compliance  with  Section  111(B)  of  this  bulletin.  Such  internal 
records  shall  include,  at  a  minimum:  (a)  records  and  data  relied  upon  by  the  board  in  approving 
each  covered  transaction;  (b)  the  insider's  name,  position  or  relationship  that  causes  such  person 
to  deemed  an  insider;  (c)  the  date  the  transaction  was  approved;  (d)  minutes  of  the  board  vote, 
including  a  statement  articulating  the  board's  rationale  and  statements  of  any  dissenting  board 
members;  (e)  all  pertinent  contracts  or  agreements  and  payment  records.  The  records  required 
to  be  maintained  by  Section  111(B)(4)  above  shall  be  subject  to  examiner  review  for  compliance 
with  this  bulletin. 

IV.  HISTORICAL  NOTES 

This  bulletin  incorporates  Opinion  #93-096  and  Opinion  #97-053,  and  rescinds,  repeals  and  replaces 
Administrative  Bulletin  9-1  which  was  originally  issued  on  November  10,  1978.  It  was  subsequently 
reissued  in  substantially  the  same  form  on  July  1,  1979  and  in  February  1993  in  substantially  the  same 
form. 

V.  AUTHORITY 

G.L.  c.  66,  s.  10;  G.L.  c.  167,  s.  6;  G.L.  c.  167E,  s.  14;  G.L.  c.  168,  ss.  6,  19-20;  G.L.  c.  170,  s.  19;  G.L. 
c.  171,  s.  15;  G.L.  c.  172,  s.  18;  12  CFR  215;  12  CFR  337.3;  12  U.S.C.  1842(d). 
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Division  of  Banks 

Regulatory  Bulletin  2.1-103 
March  27,  1998 


Annual  Report  Filing 

I.  APPLICABILITY  AND  SCOPE 

The  purpose  of  this  bulletin  is  to  establish  the  terms  and  conditions  for  the  filing  of  annual  reports  to  the 
Division  of  Banks  (Division).  This  bulletin  applies  to  all  state-chartered  financial  institutions.  This  bulletin 
also  applies  to  all  branches  of  foreign  banks. 

The  information  and  data  contained  in  annual  reports  are  used,  among  other  things,  to  prepare  the 
Commissioner  of  Banks'  Annual  Reports  to  the  General  Court  as  mandated  by  G.L.  c.  167,  §  13.  This 
information  is  also  utilized  by  the  Division  of  Banks  and  the  public  for  general  research,  informational  and 
statistical  purposes. 

II.  ANNUAL  REPORT  REQUIREMENTS 

Each  state-chartered  financial  institution  shall  submit  the  following  information,  in  a  format  prescribed  by 
the  Division,  on  or  before  February  1,  of  each  year,  covering  the  year  ending  the  preceding  December  3 1 : 

A.  A  certified  copy  of  the  consolidated  reports  of  condition  and  income  filed  by  the  financial 
institution  with  its  federal  deposit  insurer  for  the  period  ending  at  the  close  of  business,  December 
31  of  each  year.  Branches  of  foreign  banks  may  submit  a  copy  of  the  FFIEC's  "Report  of  Assets 
and  Liabilities  of  U.S.  Branches  and  Agencies  of  Foreign  Banks"; 

B.  A  report  containing  the  following  information: 

1 .  The  locations  of  the  institution's  main  office  and  branches 

2.  The  names  of  the  institution's  operating  officers 

3.  The  names  of  the  institution's  trustees  or  directors,  as  applicable 

C.  If  applicable,  a  statement  on  the  condition  of  the  trust  department  of  an  institution; 

D.  If  applicable,  a  statement  on  the  activities  of  the  institution's  subsidiaries; 

E.  A  report  on  extensions  of  credit  to  all  officers,  trustees,  corporators,  or  directors  or  certain 
individuals,  by  savings  banks,  under  G.L.  c.  168,  s.  20;  co-operative  banks  under  G.L.  c.  170,  s. 
19;  credit  unions  under  G.L.  c.  171,  s.  26;  or  trust  companies  under  G.L.  c.  172,  s.  18. 
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F.  A  report  containing  specified  information  and  materials  on  the  institution's  record  of 
performance  in  meeting  the  credit  needs  of  its  local  communities,  including  low-  and  moderate- 
income  neighborhoods,  during  the  preceding  year  ending  December  3 1 ;  and 

G.  Any  such  other  information  or  data  the  Division  may  require  from  time  to  time. 

III.  ATTESTATION 

All  annual  reports  under  section  II  shall  be  signed  by  the  institution's  president  or  such  other  officer 
designated  by  the  institution's  board  of  directors  or  trustees,  and  attested  to  by  the  signatures  of  at  least 
three  (3)  directors  or  trustees. 

IV.  PENALTIES 

Failure  or  neglect  to  make  or  prepare  any  reports  required  by  this  Directive  may  result  in  the  imposition  of 
penalties  under  G.L.  c.  167,  s.  7  or  other  provisions  of  law. 

V.  HISTORICAL  NOTES 

This  bulletin  replaces  former  Administrative  Bulletin  29-1,  issued  on  May  16,  1988;  former  Administrative 
Bulletin  29-2,  issued  on  December  11,  1989;  and  former  Administrative  Bulletin  29-3,  issued  on 
September  18,  1991.  Changes  were  made  regarding  the  attestation  requirements.  In  addition,  other  minor 
changes  were  made  to  combine  the  former  bulletins. 

VI.  AUTHORITY 

G.L.  c.  167,  s.  7,  13,  &  14;  G.L.  c.  168,  s.  20;  G.L.  c.  170,  s.  18;  G.L.  c.  171,  s.  26;  and  G.L.  c.  172,  s. 
22. 
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Division  of  Banks 

Regulatory  Bulletin  2.1-104 

March  27,  1998 


Expedited  Branch  Office  Application  Procedures 


I.  APPLICABILITY  AND  SCOPE 

G.L.  c.  167,  s.  14  as  amended  by  Chapter  238  of  the  Acts  of  1996,  the  Commonwealth's  response  to  the 
Riegle-Neal  Interstate  Banking  and  Branching  Efficiency  Act  of  1 994,  contained  a  number  of  progressive 
measures.  One  such  provision  directed  the  Division  to  establish  an  alternative  procedure  for  the 
consideration  of  an  application  to  establish  a  branch  office  of  a  state-chartered  bank  or  credit  union  which 
in  its  most  recent  Community  Reinvestment  Act  (CRA)  examination  had  received  a  rating  of  an 
"outstanding"  record  of  performance  in  meeting  its  community  credit  needs.  Implementing  that  provision 
of  law,  this  bulletin  governs  branch  office  openings,  branch  office  relocations  and  the  acquisitions  of 
existing  branch  offices  of  another  financial  institution  by  banks  and  credit  unions  which  meet  the  eligibility 
requirements.  The  process  set  forth  in  this  bulletin  is  also  available  to  institutions  with  CRA  ratings  of 
"high  satisfactory"  as  of  January  1,  1998. 

Transactions  covered  by  this  bulletin  include  an  eligible  bank's  establishment  of  branch  offices  de  novo  or 
as  part  of  a  purchase  and  assumption  transaction  under  G.L.  c.  168,  s.  35;  G.L.  c.  170,  s.  24;  or  G.L.  c. 
172,  s.  38,  regardless  of  the  proposed  site  of  the  branch  office(s)  within  the  United  States.  It  also  governs 
an  eligible  credit  union's  establishment  of  de  novo  branch  offices,  as  well  as  a  relocation  of  a  branch  office 
of  such  banks  or  credit  unions  in  which  the  proposed  site  is  less  than  one  mile  away  from,  and  within,  the 
same  city  or  town  as  the  existing  site  within  the  Commonwealth.  Although  applications  for  limited  purpose 
or  "school  branch"  offices  as  set  forth  under  Regulatory  Bulletin  2.3-104  may  be  filed  under  the  provisions 
contained  herein,  other  applications  for  transactions  subject  to  specific  guidelines  such  as  main  office 
relocations  may  not  be  submitted  under  the  provisions  herein. 

II.  POLICY 

A.  Eligibility  Standards 

In  order  to  be  eligible  for  the  alternative  procedures  set  out  herein  an  applicant  bank  or  credit 
union  (hereinafter  "applicant")  must  meet  all  of  the  following  standards. 

1.  Community  Reinvestment  Act  Rating 

The  applicant  must  have  been  assigned  a  rating  of  "outstanding"  or  "high  satisfactory" 
record  of  performance  in  meeting  its  community  credit  needs  in  its  most  recent  state  or 
federal  CRA  compliance  examination. 
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2.  Capitalization  Requirements 

The  applicant  must  be  sufficiently  capitalized. 

a.  Banks 

A  bank  shall  be  deemed  sufficiently  capitalized  if  the  bank  is  either  a  "well- 
capitalized"  institution  or  an  "adequately-capitalized"  institution  as  defined  under 
the  prompt  corrective  action  provisions  of  the  Federal  Deposit  Insurance  Act,  12 
U.S.C.  1831o,  and  the  Federal  Deposit  Insurance  Corporation's  Capital  Adequacy 
Regulations,  12  CFR  §  325.103. 

b.  Credit  Unions 

A  credit  union  shall  be  deemed  sufficiently  capitalized  if  the  credit  union  maintains 
a  four  percent  (4%)  capital  to  assets  ratio  calculated  in  accordance  with 
Regulatory  Bulletin  4.2-102. 

3.  Uniform  Financial  Institutions  Rating  System  ("CAMEL/S")  Rating 

The  applicant  must  have  been  assigned  a  supervisory  Uniform  Financial  Institutions 
Rating  System  or  CAMEL/S  composite  rating  of  "1"  or  "2"  in  its  most  recent  state  or 
federal  financial  safety  and  soundness  examination.  An  applicant  which  has  one  or  more 
individual  CAMEL/S  component  ratings  of  "3"  or  higher,  however,  may  be  subject  to 
additional  review  and  supplementary  filings. 

4.  Lack  of  Regulatory  Enforcement  Proceedings 

The  applicant  may  not  be  currently  subject  to  any  formal  or  informal  supervisory  or 
compliance  regulatory  action  by  the  Division  or  any  federal  bank  regulatory  agency.  For 
the  purposes  of  this  bulletin  the  term  regulatory  action  shall  mean  a  Cease  and  Desist 
Order,  Capital  Directive,  Memorandum  of  Understanding,  Board  Resolution,  Letter  of 
Understanding  and  Agreement,  Preliminary  Warning  Letter  or  Written  Agreement  or  any 
other  regulatory  enforcement  proceeding. 

B.  Application  Procedure 

The  applicant  must  submit  the  information  required  on  the  form  entitled  "Expedited  Branch  Office 
Application  for  a  Bank  or  Credit  Union  with  an  'Outstanding'  or  'High  Satisfactory'  CRA  Rating". 
Only  one  copy  of  the  application  is  required  to  be  filed  with  Division. 

The  applicant  must  publish  notice  of  its  intent  to  establish,  relocate  or  acquire  the  proposed  branch  office 
once  in  a  newspaper  of  general  circulation  with  a  paid  circulation  in  the  city  or  town  or  if  no  such 
citywide  or  townwide  publication  exists,  in  the  county  in  which  the  branch  office  is  to  be  located.  The 
notice  must  appear  on  or  after  the  date  the  application  is  filed  with  the  Division  but  not  later  than  five  (5) 
business  days  after  the  filing  date.  If  the  publication  occurs  after  the  fifth  business  day,  then  the 
application  will  be  deemed  filed  on  the  date  five  business  days  prior  to  such  publication.  The  notice  must 
conform  to  the  example  provided  with  the  application. 
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Documentation  that  the  notice  was  published  must  be  submitted  to  the  Division  within  thirty  (30) 
days  of  filing  an  application.  It  may  take  the  form  of  a  certification  by  the  publisher  or  the 
submission  of  the  page  on  which  the  notice  was  published.  A  facsimile  of  such  documentation 
followed  by  the  submission  of  the  original  is  also  acceptable. 

Applicants  are  advised  that  the  application  procedure  under  this  bulletin  including  the  publication 
and  content  of  the  required  notice  differs  from  that  of  the  Division's  standard  branch  office 
application.  Lobby  postings  are  not  required  under  this  expedited  process.  Applicants,  however 
are  encouraged  to  provide  customers  or  members  with  reasonable  notice  of  the  establishment  of 
additional  branch  offices. 

Although  an  alternative  branch  office  application  procedure  and  set  of  requirements  are  set  out  in 
this  bulletin,  the  existing  fee  standards  established  by  the  Executive  Office  of  Administration  and 
Finance  in  801  CMR  4.00  also  apply  to  filings  under  this  bulletin.  Accordingly,  for  each  branch 
office  opening  the  fees  are  $1,000  for  a  bank  and  $500  for  a  credit  union  payable  to  the  Division  of 
Banks.  The  fees  for  a  branch  office  relocation  are  $500  for  a  bank  and  $250  for  a  credit  union. 

Applicants  are  also  advised  that  the  application  is  a  public  record  as  defined  by  G.L.  c.  66,  s.  10. 
(See  RB  1.1-104,  Public  Information  Requests.)   Therefore,  reference  to  CAMEL/S  ratings  may 
not  be  used  in  any  narrative  or  financial  analysis  as  support  for  the  transaction.   (See  RB  1.1-101, 
Examination  Policies  and  Procedures,  Section  IX(A)(2).) 

C.  Decision  Process 

Any  application  submitted  under  the  provisions  of  this  bulletin  will  be  deemed  approved  within  thirty 
(30)  days  of  filing  unless  otherwise  notified  by  the  Division.  For  record  keeping  purposes  the  Division 
will  issue  a  written  approval  letter  to  the  applicant  and  such  letter  may  be  issued  prior  to  the  thirtieth  day 
of  filing.  A  letter  confirming  the  lawful  establishment  or  relocation  of  such  branch  office(s)  will  be 
issued  by  the  Division  if  a  written  approval  is  not  issued  within  the  thirty  (30)  day  application  period. 

The  Division  reserves  the  right  to  notify  the  applicant  before  the  thirtieth  day  that  the  application 
will  be  subject  to  additional  procedures  which  may  include  the  submission  of  additional 
information  and  that  the  application  is  no  longer  subject  to  the  provisions  of  this  bulletin  including 
the  thirty  day  deemed  approved  provision.  The  Division's  action  to  negate  the  continued 
applicability  of  the  bulletin  may  be  on  the  basis  of  issues  raised  either  internally  or  externally.  The 
Division  may  take  any  and  all  action  used  in  its  review  of  a  standard  application  filing  including 
holding  a  public  hearing  if  deemed  appropriate. 

III.  HISTORICAL  NOTES 

This  bulletin  was  first  issued  and  on  September  27,  1996  as  Administrative  Bulletin  36-1. 

IV.  AUTHORITY 

G.L.  c.  167,  s.  14,  as  amended  by  Chapter  238  of  the  Acts  of  1996;  G.L.  c.  167C,  ss.  3  and  8;  and  G.L.  c. 
171.  s.  8. 
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Division  of  Banks 

Regulatory  Bulletin  2.2-101 

March  27,  1998 


Investment  Policy  Minimum  Requirements 


I.  APPLICABILITY  AND  SCOPE 

The  purpose  of  this  bulletin  is  to  establish  guidelines  relative  to  minimum  requirements  for  investment 
policies.  This  bulletin  is  applicable  to  all  banks  and  credit  unions. 

II.  POLICY 

The  primary  objective  of  a  well-defined  investment  policy  is  to  furnish  guidance  in  the  maintenance  of 
portfolio  composition,  credit  quality,  investment  authority  and  limitation.  In  order  to  maximize  earnings 
potential  while  providing  sufficient  liquidity  to  fund  operations,  the  policy  must  provide  details  and 
encompass  minimums  and  maximums  rather  than  a  philosophical  description  of  objectives.  The  policy 
must  be  recorded  on  media  easily  accessible  to  Directors  and  Executive  Management,  and  must  be 
reviewed  periodically  by  the  Board  for  relevance  to  the  changing  business  circumstances  of  the  institution, 
prudence,  and  agreement  with  the  organization's  general  strategic  planning. 

The  policy  must  at  a  minimum,  contain  guidelines  and  standards  for  investment  selection  addressing  the 
issues  of : 

A.  Quality 

Parameters  for  investment  quality  must  be  clearly  defined,  and  distinctions  made  between 
acceptable  types  of  investment  vehicles.  Risk  tolerances  must  be  clearly  identified  in  order  to 
prevent  acquiring  an  investment  that  falls  outside  the  parameters. 

B.  Maturity 

A  maturity  distribution  appropriate  to  the  institution's  invested  position,  prevailing  and  anticipated 
loan  demand,  stability  and  mix  of  funding  sources,  and  seasonality  of  the  community  the  institution 
serves  should  be  outlined. 

C.  Diversification 

Proper  diversification  in  an  investment  portfolio  is  necessary  to  avoid  concentrations  in  any  single 
issue  or  investment.  Guidelines  should  illustrate  appropriate  limits  for  each  investment. 
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D.  Marketability 

Marketability  is  paramount  to  achieving  objectives  relating  to  sources  of  funding  and  earnings 
performance  projections.  Accordingly,  concentrations  in  obscure  issues,  either  municipal  or 
corporate,  are  undesirable.  The  characteristics  of  the  investments  allowable  under  the  policy  must 
be  clearly  defined,  and  should  consider  the  issuer,  index,  cap,  floor,  coupon  rate,  coupon  formula, 
call  provision,  average  life,  and  interest  rate  risk. 

E.  Income 

The  investment  portfolio  is  structured  to  produce  income,  however  the  Board  must  be  cognizant  of 
the  types  and  degrees  of  risk  associated  with  all  investments  in  the  portfolio.  The  policy  must 
illustrate  clearly  the  parameters  of  risk  acceptable  to  the  institution,  and  the  desired  level  of  return 
expected  as  a  result  of  taking  on  that  risk.  When  the  policy  is  reviewed  an  assessment  should  be 
made  to  determine  if  the  level  of  income  is  commensurate  with  the  associated  risks.  Appropriate 
adjustments  should  be  made  if  necessary. 

F.  Controls 

Any  investment  policy  must  also  address  certain  fundamental  controls.  The  policy  should  clearly 
identify  the  individuals  who  have  authority  to  purchase  and  sell  investments  on  behalf  of  the 
institution  as  well  as  any  limitations  on  their  authority.  The  policy  should  also  state  the 
responsibility  of  the  Board  in  approving  changes  to  the  investment  portfolio  and  in  selecting 
individuals  or  firms  that  may  provide  brokerage  or  other  investment  services  to  the  institution. 
Finally,  the  policy  must  address  the  safekeeping  of  the  institution's  investment  securities  to  ensure 
compliance  with  the  Division's  regulation  209  CMR  4.00. 

III.  ADDITIONAL  GUIDELINES  FOR  CREDIT  UNIONS 

General  investment  guidance  is  provided  to  credit  unions  in  Part  703  of  the  NCUA  rules  and  regulations. 
While  these  regulations  do  not  expressly  govern  state-chartered  credit  unions,  certain  investments  permitted 
under  state  law,  and  not  authorized  for  federal  credit  unions,  may  require  the  establishment  of  investment 
reserves  under  the  NCUA's  accounting  manual. 

IV.  HISTORICAL  NOTES 

This  bulletin  replaces  former  Administrative  Bulletins  3-2  and  9-5  as  restated  in  1992,  and  Administrative 
Bulletin  6-2  issued  on  December  10,  1979.  Former  guidelines  which  focused  on  specific  investments  have 
been  eliminated  and  replaced  with  guidelines  that  emphasize  an  institution's  risk  management. 

V.  AUTHORITY 

G.L.  c.  167F;  G.L.  c.  171,  s.  67;  and  209  CMR  4.02. 
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Division  of  Banks 

Regulatory  Bulletin  2.2-102 
March  27,  1998 


Management  Information  Systems  Examinations 


I.  APPLICABILITY  AND  SCOPE 

The  purpose  of  this  bulletin  is  to  clarify  the  Division  of  Banks'  (Division)  policies  with  regard  to 
management  information  systems  (MIS)  examinations  of  financial  institutions.  It  further  states  the 
responsibilities  of  financial  institutions  with  regard  to  preparation  for  such  examinations  and  for 
notification  to  the  Division,  in  writing,  of  any  MIS -related  changes  made.  This  bulletin  applies  to  all  banks 
and  credit  unions. 

II.  POLICY 

A.  Preparation  and  Retention  of  MIS  Examination  Materials 

The  Division  conducts  MIS  examinations  of  financial  institutions  to  ensure  that  adequate 
controls  are  in  place  to  protect  against  unwarranted  risks  that  could  threaten  the  financial  health 
of  the  institution.  In  order  to  facilitate  the  MIS  examination,  the  Division  has  prepared  a  list  of 
materials  which  will  be  needed  to  conduct  an  MIS  examination  in  a  timely  and  efficient  manner. 
The  information  requested  on  these  documents  must  be  prepared,  kept  current,  and  retained  by 
the  appropriate  personnel  of  the  institution.  Copies  of  this  list  may  be  obtained  from  the 
Financial  Institution  Supervision  (FIS)  Section  of  the  Division,  which  can  be  reached  at  (617) 
727-3145. 

B.  Notification  of  MIS-Related  Changes 

To  further  expedite  this  examination  process,  this  Division  must  be  informed  in  advance  of  any 
proposed  change  to  an  institution's  management  information  systems.  Accordingly,  thirty  days 
prior  to  any  change  in  servicers  or  computer  systems  an  institution  must  submit,  in  writing, 
information  relative  to  the  action,  including  the  names  of  the  proposed  hardware  and  software 
vendors  or  servicers,  applications  processed  or  serviced,  and  the  projected  date  of  conversion. 
A  copy  of  any  service  bureau  contracts  or  agreements  with  financial  application  software 
vendors,  if  applicable,  must  be  submitted.  In  addition,  the  servicer  or  software  vendor  must 
provide  a  signed  Letter  of  Assurance  acknowledging  that  such  services  will  be  subject  to 
regulation  and  examination  by  the  Division  to  the  same  extent  as  if  the  services  were  being 
performed  by  the  entity  itself  on  its  own  premises. 
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C.  Limitation  on  Investment  in  MIS  Equipment  Applicable  to  Credit  Unions 

Credit  Unions  are  advised  that  investments  in  excess  of  $50,000  for  the  purchase  of  electronic  data 
processing  equipment  require  the  approval  of  the  Division.  Such  approvals  are  subject  to  the 
application  procedures  found  in  Regulatory  Bulletin  1.1-103.    • 

III.  HISTORICAL  NOTES 

This  bulletin  was  first  issued  in  1977  as  Administrative  Bulletins  5-7  and  5-7A.  It  was  amended  in  1984 
with  the  addition  of  Administrative  Bulletin  5-8A.  All  bulletins  were  combined  and  restated  in  1992  as 
Administrative  Bulletin  5 -8 A. 

IV.  AUTHORITY 

G.L.  c.  167,  s.  2;  and  G.L.  c.  171,  s.  75. 
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Division  of  Banks 

Regulatory  Bulletin  2.2-103 

March  27,  1998 


Exclusive  Leases  and  Other  Restrictive  Agreements 


I.  APPLICABILITY  AND  SCOPE 

The  purpose  of  this  bulletin  is  to  clarify  the  Division  of  Banks'  (Division)  position  regarding  exclusive 
leases  and  other  restrictive  agreements.  This  bulletin  applies  to  all  state-chartered  banks  and  credit  unions. 

II.  POLICY 

The  use  of  exclusive  lease  agreements  and  other  restrictive  covenants  affecting  the  location  of  competing 
bank  or  credit  union  offices  is  a  matter  of  serious  concern  to  the  Division  because  such  arrangements  may 
frustrate  competition,  and  do  not  serve  the  public  interest  by  providing  convenience  and  advantage  to  bank 
or  credit  union  customers.  Prohibited  restrictive  arrangements  include,  but  are  not  limited  to,  the  following: 

A.  An  agreement  by  a  landlord  or  lessor  not  to  lease,  consent  to  sublease  or  sell  land  or 
facilities  to  a  competitor  of  a  bank  or  credit  union  tenant  or  lessee,  or,  the  conditioning  of 
any  such  competitive  use  on  the  prior  consent  of  the  bank  or  credit  union  tenant  or  lessee. 

B.  The  refusal  of  a  bank  or  credit  union  as  owner  or  lessor  of  any  property,  either  directly  or 
indirectly  through  affiliated  companies,  individuals,  or  trusts,  to  sell  or  lease  such  property 
on  reasonable  terms  to  another  bank  or  financial  institution  of  any  kind. 

C.  The  inclusion  of  a  restrictive  covenant  in  the  deed  of  any  property  sold  by  a  bank  or  credit 
union  prohibiting  the  buyer  from  selling  or  leasing  the  property  to  any  bank,  credit  union 
or  other  financial  institution. 

These  illustrations  only  demonstrate  the  scope  of  the  Division's  concern  about  restrictive  arrangements  and 
do  not  constitute  an  exhaustive  list  of  such  types  of  arrangements  or  understandings. 

III.  DIVESTED  BRANCH  OFFICES 

The  Division  recognizes  that  one  positive  trend  in  the  ongoing  consolidation  within  the  Commonwealth's 
banking  industry  involves  branch  networks.  The  closing  of  overlapping  branch  offices  after  an  acquisition 
or  as  part  of  a  divestiture  related  to  an  acquisition  results  in  the  opportunity  for  other  competing  financial 
institutions  to  acquire  turnkey  banking  facilities.  The  Division  believes  that  this  process  is  an  effective 
means  of  mitigating  certain  adverse  aspects  of  such  consolidation.  It  is  therefore  essential  that  competing 
institutions  be  able  to  purchase  or  use  such  banking  space  without  being  precluded  by  restrictive  covenants, 
leases,  or  other  impediments.  This  turnkey  process  is  important  to  preserve  competition  and  allow  another 
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institution  to  augment  its  branch  network  for  the  greater  convenience  of  the  banking  public  in  the 
Commonwealth. 

All  banks  and  credit  unions  must  cease  and  desist  from  entering  into  any  such  restrictive  arrangement  and 
must  make  every  possible  effort  to  eliminate  at  the  earliest  time  any  restrictive  clauses  or  covenant  in 
agreements  to  which  they  are  currently  a  party. 

IV.  HISTORICAL  NOTES 

This  bulletin  was  last  restated  in  1992  as  Administrative  Bulletin  9-3.  This  bulletin  also  incorporates 
policies  regarding  divested  branch  offices  which  were  reflected  in  the  decisions  by  the  Board  of  Bank 
Incorporation  relative  to  the  application  of  Bank  of  Boston  Corporation  to  acquire  BayBanks,  Inc.  (July  24, 
1996),  as  well  the  application  of  Fleet  Financial  Group,  Inc.  to  acquire  Shawmut  National  Corporation 
(November  27,  1995). 

V.  AUTHORITY 

G.L.  c.  167C,  s.  3;  G.L.  c.  171,  s.  8. 
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Division  of  Banks 

Regulatory  Bulletin  2.3-101 

March  27,  1998 


Community  Reinvestment  and  Fair  Lending  Policy 


I.  APPLICABILITY  AND  SCOPE 

The  purpose  of  this  policy  statement  is  to  articulate  the  views  of  the  Division  of  Banks  (Division) 
concerning  discrimination  in  credit,  the  need  for  state-chartered  institutions  to  aggressively  detect  and 
eliminate  discrimination,  to  indicate  what  the  Division  expects  of  the  institutions  it  supervises,  and  to  give 
guidance  on  how  financial  institutions  can  meet  these  expectations.  In  addition,  this  policy  statement  will 
identify  how  the  Division  will  assess  an  institution's  performance  with  regard  to  fair  lending  under  both  the 
lending  test  for  large  institutions  and  the  streamlined  procedures  for  small  institutions  as  well  as  clarify  the 
role  of  CRA  in  the  regulatory  application  process. 

II.  DISCRIMINATION  IN  CREDIT 

The  Equal  Credit  Opportunity  Act  ("ECOA")  regulations  (12  CFR  202  or  "Regulation  B")  and  G.L.  c. 
15  IB  prohibit  discrimination  on  the  basis  of  race,  color,  religion,  national  origin,  ethnic  origin,  sex,  marital 
status,  age,  or  because  all  or  part  of  the  applicant's  income  derives  from  a  public  assistance  program. 
These  regulations  apply  not  only  to  mortgage  lending,  but  also  to  every  other  type  of  credit,  including  small 
business  lending.  Chapter  15  IB  of  the  Massachusetts  General  Laws  further  protects  mortgage  applicants 
on  the  basis  of  sexual  orientation  or  handicap.  Fair  lending  on  the  part  of  institutions  enhances  the 
communities  they  serve  and  increases  their  volume  of  business.  Therefore,  fair  lending  also  helps  to 
expand  the  economy. 

The  1992  study  by  the  Federal  Reserve  Bank  of  Boston  regarding  the  mortgage  lending  patterns  in  the 
Boston  area  indicated  that,  in  the  area  of  mortgage  financing,  discrimination  on  the  basis  of  race  played  a 
role  in  the  disparity  of  denial  rates  among  black  and  white  applicants  .  No  studies  have  been  done 
concerning  other  types  of  credit,  such  as  small  business  lending.  Many  institutions,  however,  have  begun 
to  address  these  issues  independently. 

III.  NEED  TO  DETECT  AND  ELIMINATE  DISCRIMINATION 

Both  the  industry  and  the  financial  institutions'  supervisory  agencies  are  faced  with  the  many  challenges  of 
(uscrimination.    Overt,  intentional  discrimination  is  easily  recognized  and  quickly  condemned.    Where  it 


8  Alicia  H.  Munnell;  Lynn  E.  Browne;  James  McEneaney;  Geoffrey  M.B.  Tootell.  Mortgage  Lending  in  Boston:  Interpreting 
HMDAData  (Boston,  MA:  Federal  Reserve  Bank  of  Boston,  Working  Paper  Series  No.  92-7,  1 992)  42-44. 
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exists,  discrimination  today  is  far  more  likely  to  be  in  subtle  forms,  or  even  unintentional.  This  is  an  area 
in  which  the  industry  and  the  regulators  must  work  together. 

Bias  and  prejudice  must  not  impact  the  decisions  to  grant  credit  in  a  sound  and  fair  manner. 
Discrimination  will  not  be  eliminated  without  the  complete  support  and  assistance  of  an  institution's  board, 
management  and  staff.    The  Division  has  developed  examination  procedures  to  enable  its  examiners  to 
detect  discrimination  more  effectively.    The  Division  will  work  aggressively  to  detect  discrimination  and 
will  bring  suspected  cases  of  discrimination  to  the  attention  of  the  appropriate  law  enforcement  authority. 

IV.        WHAT  THE  DIVISION  EXPECTS 

All  state-chartered  institutions  are  expected  to  incorporate  fair  lending  as  a  goal  both  in  their  written  loan 
policies  as  well  as  in  their  mission  statements.  However,  simply  having  fair  lending  as  a  goal  is  not 
enough.  Institutions  must  work  proactively  to  eliminate  any  potentially  discriminatory  policies,  practices  or 
procedures. 

The  Division  reviews  an  institution's  compliance  with  fair  lending  laws  and  regulations  as  part  of  its  CRA 
examination  process.  The  Division  will  vigorously  examine  each  state-chartered  institution  for  compliance 
with  the  Equal  Credit  Opportunity  Act,  the  Community  Reinvestment  Act  and  the  Home  Mortgage 
Disclosure  Act  once  every  two  years.  Areas  which  the  Division  will  examine  for  discrimination  include, 
but  are  not  limited  to  the  following:  customer  and  community  outreach  and  education;  marketing 
techniques;  the  types  of  credit  available;  staff  composition;  pre-application  policies  and  procedures  which 
affect  loan  application  flow;  the  soundness  of  underwriting  standards  and  the  consistency  of  their 
implementation;  interviewing  techniques  and  the  consistency  of  counseling;  third  party  involvement  (e.g. 
brokers,  lawyers  and  appraisers)  and  notification  practices.  Not  only  will  the  Division  review  all  aspects  of 
the  credit  process  for  evidence  of  discrimination,  but  it  is  also  expected  that  institutions  will  review  them  as 
well. 

The  Division  has  developed  specific  criteria  which  lenders  may  use  to  detect  and  eliminate  discriminatory 
policies  and  practices.  Each  recommendation  should  be  reviewed  to  determine  how  it  can  be  tailored  to  fit 
an  individual  institution.  Specific  recommendations  should  be  adopted  and  implemented  if  not  already  in 
place.  Institutions  are  encouraged  to  be  innovative  in  their  implementation  of  the  specific  recommendations 
which  follow: 

A.  STAFF  TRAINING 

Staff  training  is  an  important  step  in  addressing  discrimination.  Training  should  naturally  focus  on 
compliance  with  fair  lending  laws  and  regulations.  In  addition,  the  programs  should  convey  the 
board's  and  senior  management's  commitment  to  fair  lending  and  to  the  elimination  of  potentially 
discriminatory  policies  and  practices.  Training  programs  should  be  held  on  a  regular  basis  with  all 
staff,  especially  those  who  interact  with  the  public,  to  ensure  that  employees  are  familiar  with  their 
responsibilities  to  treat  everyone  in  a  fair,  uniform  and  non-chscriminatory  manner.  However,  the 
training  programs  should  also  include  topics  such  as  diversity  training  or  multiculturalism  to 
eliminate  potential  personal  bias.  Such  training  improves  an  appreciation  for  all  racial  and  ethnic 
cultures  and  other  individual  differences  which  otherwise  might  give  rise  to  personal  bias. 

B.  STAFF  COMPOSITION  AND  COMPENSATION 

All  institutions  should  review  their  hiring  and  promotional  practices.   By  maintaining  a  staff  with 
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diverse  backgrounds  and  language  abilities,  an  institution  may  have  an  advantage  in  opening 
untapped  markets  by  gaining  a  better  understanding  of  the  needs  of  its  customers.  Input  from  a 
diverse  staff  may  result  in  marketing  programs  which  are  particularly  effective  in  attracting 
applications  from  all  segments  of  the  assessment  area.  This  is  especially  true  for  those  institutions 
located  in  areas  with  changing  demographic  compositions.  In  addition,  institutions  should  review 
their  compensation  structures  for  loan  originators.  Incentives  which  emphasize  loan  size 
exclusively  may  discourage  loan  originators  from  soliciting  lower-income,  minority  or  non-English 
speaking  applicants. 

C.  OUTREACH 

An  effective  program  to  ascertain  the  credit  needs  of  the  assessment  area  is  crucial  for  an 
institution  to  understand  what  its  market  is  and  how  it  can  best  serve  that  market.  If  an  institution 
establishes  a  presence  in  minority  and/or  non-English  speaking  communities,  it  can  better 
understand  the  needs  and  concerns  of  those  communities.  That  also  makes  good  business  sense. 
An  effective  ascertainment  program  can  also  have  the  benefit  of  helping  to  attract  new  customers 
by  informing  the  community  of  the  credit  services  the  institution  offers. 

D.  CREDIT  PRODUCTS  AND  UNDERWRITING  STANDARDS 

As  part  of  its  ongoing  CRA  efforts,  an  institution  should  regularly  review  its  credit  products  to 
determine  whether  those  products  are  helping  to  meet  the  credit  needs  of  all  segments  of  the 
institution's  assessment  area.  These  efforts  should  include  an  analysis  as  to  whether  the  credit 
products  the  institution  currently  offers  are  those  which  the  community  actually  needs,  as  discerned 
through  its  ascertainment  efforts.  If  the  institution  is  not  doing  an  effective  job  in  reaching  all 
segments  of  the  assessment  area,  the  institution  should  consider  offering  alternative  lending 
products,  including  the  use  of  innovative  or  flexible  lending  practices  in  a  safe  and  sound  manner. 

There  are  many  programs  which  an  institution  can  develop  or  participate  in  to  assist  customers 
who  do  not  necessarily  meet  all  of  the  standard  lending  criteria  without  sacrificing  prvdent 
underwriting  standards.  Certain  secondary  mortgage  market  purchasers,  such  as  Federal  National 
Mortgage  Association  ("Fannie  Mae")  and  Federal  Home  Loan  Mortgage  Corporation  ("Freddie 
Mac")  have  demonstrated  flexibility  in  their  mortgage  loan  programs  and  have  recently  developed 
new  underwriting  standards  which  could  enhance  lending  efforts  in  minority,  low-  and  moderate- 
income  and  non-English  speaking  communities. 

Institutions  are  reminded  that  G.L.  c.  183,  s.  64  prohibits  lenders  from  using  underwriting 
standards  which  are  "arbitrary  or  unsupported  by  a  reasonable  analysis  of  the  lending  risks 
associated  with  a  residential  mortgage  transaction".  Underwriting  standards  should  be  reviewed  to 
determine  whether  they  arbitrarily  exclude  low-  and  moderate-income  residents  from  qualifying  for 
a  mortgage.  This  in  no  way  implies  that  a  lender  should  not  use  sound  underwriting  standards 
when  considering  a  loan  application. 

E.  MARKETING 

Every  institution  is  expected  to  have  a  sound  and  effective  marketing  strategy.  All  businesses  must 
attract  new  customers  in  order  to  prosper.  An  institution  must  ensure  that  its  marketing  efforts 
reach  all  segments  of  its  assessment  area.  Advertising  strategies  should  reflect  the  racial 
composition  of  the  community  which  the  institution  serves.    These  marketing  efforts  may  include 
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call  programs  to  brokers  or  representatives  in  minority  and  low-  and  moderate-income  communities 
who  subscribe  to  fair  lending  policies  and  practices. 

A  physical  presence  in  minority  and  low-  and  moderate-income  communities  is  an  extremely 
effective  means  to  market  and  deliver  banking  services.  Institutions  should  address  the  problem  of 
access  to  banking  services  by  reviewing  their  office  locations  and  hours  as  well  as  services, 
including  house  calls  to  prospective  loan  applicants.  Also,  in  areas  where  there  is  a  significant 
non-English  speaking  population,  institutions  should  make  an  effort  to  market  the  institution's 
credit  services  using  bilingual  means.  In  addition,  institutions  should  make  even'  attempt  to  inform 
residents  of  their  credit  services  in  the  forum  they  feel  most  familiar.  Contacts  with  religious  or 
community  groups  can  be  effective  marketing  techniques  and  can  also  serve  as  valuable  sources  of 
information. 

F.  CREDIT  EDUCATION 

Institutions  can  also  benefit  by  participating  in  efforts  to  educate  consumers  on  the  home  buying 
and  credit  application  process.  The  consumer  benefits  by  becoming  informed  about  the  process. 
In  addition,  the  consumer  has  a  better  understanding  of  both  the  advantages  and  problems 
associated  with  home  ownership.  The  institution  benefits  by  developing  a  relationship  with  a  well 
informed  customer.  Institutions  can  hold  their  own  credit  education  seminars  or  co-sponsor 
seminars  with  other  institutions  or  communitv  and  social  service  organizations. 
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G.         COUNSELING 

Institutions  should  be  aware  that  they  must  apply  credit  application  assistance  in  a  consistent 
manner.  When  any  applicant  requires  assistance,  the  institution  should  take  the  time  to  take  them 
through  the  application  process.  Most  mortgage  applicants,  especially  first-tune  home  buyers,  are 
unfamiliar  with  the  aspects  of  the  application  process.  These  aspects  include  the  requirements  of 
private  mortgage  insurance  ("PMI")  and  appraisal  standards.  Institutions  may  also  want  to 
consider  referring  applicants  who  have  problems  with  their  credit  histories  to  appropriate  credit 
counseling  service  providers.  In  addition,  each  institution  should  ensure  that  its  credit  standards 
are  carried  out  fairly  and  consistently,  including  the  application  of  compensating  factors. 

H.  SECOND  REVIEW  PRACTICES 

All  mortgage  and  small  business  lenders  in  Massachusetts  are  required  to  refer  denied  applicants  to 
the  Mortgage  Review  Boards  and  the  Small  Business  Loan  Review  Boards.  These  boards  provide 
a  valuable  second  review  process  for  denied  applicants  who  believe  that  they  were  unfairly  turned 
down.  However,  prior  to  the  issuance  of  an  adverse  action  notice,  lenders  should  have  an 
independent  internal  process  to  review  the  application  to  determine  whether  the  institution's 
application  procedures  were  followed.  In  addition,  denied  applications  should  be  compared  with 
approved  applications  to  determine  whether  or  not  compensating  factors  were  applied  fairly  and 
consistently. 

I.  INTERNAL  CONTROL  PROCEDURES 

In  order  to  ensure  that  policies  and  procedures  are  not  mscriminatory  as  well  as  for  quality  control 
purposes,  an  institution  should  consider  self-testing  or  a  comparable  alternative.  Certainly,  second 
review   practices   and   regular   analysis    of  the   geographic   distribution   of  applications    and 
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originations,  as  well  as  local  demographic  data,  are  important  steps  in  the  review  of  an  institution's 
practices.  An  institution  may  also  want  to  consider  the  use  of  paired  testers.  These  testers  can 
determine  whether  or  not  personnel  at  the  institution  are  steering  or  prescreening  applicants  or 
showing  preferential  treatment  to  one  applicant  over  another.  If  the  results  show  disparate 
treatment  of  the  testers,  that  may  indicate  evidence  of  discrimination.  Any  evidence  of 
discriminatory  practices  should  be  dealt  with  swiftly  and  firmly  by  the  institution.  Institutions 
should  also  implement  complaint  resolution  systems  to  effectively  respond  to  complaints  from 
customers. 

V.  ASSESSMENT  OF  FAIR  LENDING  IN  THE  CRA  EXAMINATION  PROCESS 

The  Division  contmues  to  use  the  examination  process  as  innovative  means  of  detecting  suspected 
discriminatory  practices.  The  Division  has  adopted  this  policy  with  regard  to  the  role  of  discrimination  in 
the  CRA  examination  pursuant  to  G.L.  c.  167,  s.  14  and  209  CMR  46.00. 

The  Division  rates  an  institution  with  one  of  five  descriptive  ratings  (Outstanding,  High  Satisfactory, 
Satisfactory,  Needs  to  Improve  and  Substantial  Noncompliance).  The  rating  assigned  by  the  Division 
reflects  the  institution's  record  of  helping  to  meet  the  credit  needs  of  its  entire  community,  including  low- 
and  moderate-income  neighborhoods.  An  institution's  performance  relative  to  the  fair  lending  policies  and 
procedures  outlined  above  is  considered  under  the  lending  test  and  will  be  factored  into  the  overall  assigned 
rating  for  this  test.  Similarly,  small  institutions  examined  under  the  streamlined  procedures  have  their 
performance  relative  to  fair  lending  reviewed.  Performance  in  fair  lending  is  combined  with  the 
institution's  response  to  complaints  and  assigned  an  individual  rating.  This  rating  is  factored  into  the 
institution's  overall  CRA  rating  in  accordance  with  209  CMR  46.61.  Those  institutions  which  adopt  and 
implement  these  fair  lending  policies  and  practices  will  be  given  a  positive  rating  for  such  efforts. 
Conversely,  those  institutions  which  fail  to  pursue  fair  lending  policies  and  practices  will  be  given  a  less 
than  satisfactory  rating  in  this  area.  (See  Appendix  for  a  profile  of  the  individual  ratings.  These  profiles 
are  not  exclusive.)  The  Division  will  continue  to  take  all  factors  into  consideration  when  deciding  how  to 
weigh  the  performance  criteria.  However,  evidence  of  discriminatory  or  other  illegal  credit  practices  will 
adversely  effect  the  Division's  evaluation  of  an  institution's  performance. 

VI.  FAIR  LENDING  ENFORCEMENT  POLICY 

All  cases  of  suspected  discrimination  will  be  referred  to  the  appropriate  law  enforcement  agency  in 
accordance  with  the  Division's  memorandum  to  examiners. 

VII.  ROLE  OF  CRA  IN  THE  REGULATORY  APPLICATION  PROCESS 

The  Division  regularly  considers  applications  from  institutions  which  require  regulatory  approval, 
including  applications  to  open,  close  and  relocate  branches  and  ATMs  as  well  as  for  mergers  and 
acquisitions.  In  all  such  transactions,  an  institution's  CRA  rating  is  considered  when  deciding  whether  or 
not  to  approve  an  application.  A  list  of  regulatory  applications  subject  to  this  review  standard  is  found  in 
209  CMR  46.29.  Community  groups  may  protest  an  institution's  application  before  the  Division. 
However,  complaints  against  an  institution  should  not  be  raised  solely  at  the  time  of  an  application. 
Rather,  any  complaints  against  an  institution  should  be  brought  to  the  attention  of  the  Division  on  an 
ongoing  basis,  especially  if  someone  suspects  an  institution  of  discrimination. 
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VIII.  IMPLEMENTATION 

It  is  hoped  that  by  implementing  the  above  criteria,  institutions  will  go  a  long  way  in  eliminating  potentially 
discriminatory  lending  policies  and  practices.  Fair  lending  is  a  goal  which  benefits  not  only  the  institution 
and  the  community  it  serves,  but  also  the  individual,  society  and  the  overall  economy. 

IX.  HISTORICAL  NOTES 

This  bulletin  replace  former  Administrative  Bulletin  5-10,  originally  issued  on  August  31,  1993,  and 
restated  on  July  1,  1997. 

X.  AUTHORITY 

G.L.  c.  167,  s.  14;  209  CMR  46.00. 
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APPENDIX  TO  REGULATORY  BULLETIN  2.3-101 
OUTSTANDING 

The  institution  has  an  outstanding  record  of  developing  and  implementing  fair  lending  policies  and 
practices. 

This  may  take  the  form  of: 

•  ongoing  and  comprehensive  training  programs  for  all  staff  levels,  including  compliance  with  fair 
lending  laws  and  regulations,  as  well  as  diversity  training. 

ongoing  review  of  the  composition  of  its  staff  and  proactive  attempts  to  attract  employees  which 
reflect  the  general  composition  of  its  assessment  area. 

•  established  compensation  structure  which  encourages  loan  originators  to  solicit  applications  from 
all  segments  of  its  assessment  area,  with  an  emphasis  placed  on  applications  from  low-  and 
moderate-income  borrowers. 

ongoing,  meaningful  and  creative  outreach  program  designed  to  ascertain  the  credit  needs  of  its 
entire  assessment  area,  including  low-  and  moderate-income  areas. 

developed  and  available  credit  products  designed  to  meet  community  credit  needs,  including 
products  with  flexible  lending  criteria  and/or  government  lending  programs. 

•  established  effective  and  innovative  marketing  strategy  designed  to  inform  all  segments  of  its 
assessment  area,  including  low-  and  moderate-income  and  minority  areas,  of  the  credit  services  it 
offers. 

ongoing  and  meaningful  participation  in  community  lending  forums  to  increase  consumers' 
awareness  of  the  lending  process. 

ongoing  and  thorough  efforts  to  counsel  applicants  through  the  application  process  and  refer 
applicants  to  credit  counseling. 

ongoing  independent  internal  second  review  process  whereby  all  denied  applications  are  reviewed 
to  ensure  compliance  with  fair  lending  laws  and  regulations. 

established  and  ongoing  internal  control  procedures,  such. as  self-testing  or  a  comparable  program 
to  ensure  that  the  institution's  policies  and  procedures  are  being  followed  and  that  discrimination 
does  not  play  a  part  in  the  application  flow,  the  origination  and/or  the  credit  decision  process. 
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HIGH  SATISFACTORY 

The  institution  has  a  high  satisfactory  record  of  developing  and  implementing  fair  lending  policies  and 
practices. 

This  may  take  the  form  of: 

frequent  training  programs  for  all  staff  levels,  including  compliance  with  fair  lending  laws  and 
regulations. 

frequent  review  of  the  composition  of  its  staff  and  efforts  to  attract  employees  which  reflect  the 
general  composition  of  the  assessment  area. 

established  compensation  structure  which  encourages  loan  originators  to  solicit  applications  from 
all  segments  of  its  assessment  area. 

frequent  contact  and  involvement  with  organizations  and  individuals  to  effectively  ascertain  the 
credit  needs  of  the  entire  assessment  area  including  low-  and  moderate  income  areas. 

established  credit  products  designed  to  meet  community  credit  needs,  including  products  with 
flexible  lending  criteria  and/or  government  lending  programs. 

frequent  efforts  to  market  the  institution's  credit  services  to  all  segments  of  the  assessment  area, 
including  low-  and  moderate-income  and  minority  areas. 

frequent  participation  in  community  lending  forums  to  increase  consumers'  awareness  of  the 
lending  process. 

frequent  efforts  to  counsel  applicants  through  the  application  process  and  refer  applicants  to  credit 
counseling. 

frequent  efforts  to  additionally  review  all  denied  applications  to  ensure  compliance  with  fair 
lending  laws  and  regulations. 

frequent  use  of  internal  control  procedures,  such  as  self-testing  or  a  comparable  program  to  ensure 
that  the  institution's  policies  and  procedures  are  being  followed  and  that  discrimination  does  not 
play  a  part  in  the  application  flow,  the  origination  and/or  credit  decision  process. 
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SATISFACTORY 

The  institution  has  a  satisfactory  record  of  developing  and  implementing  fair  lending  policies  and  practices. 

This  may  take  the  form  of: 

regular9  training  programs  for  all  staff  levels,  including  compliance  with  fair  lending  laws  and 
regulations. 

•  regular  review  of  the  composition  of  its  staff  and  efforts  to  attract  employees  which  reflect  the 
general  composition  of  the  assessment  area. 

compensation  structure  which  encourages  loan  originators  to  solicit  applications  from  all  segments 
of  its  assessment  area. 

•  regular  contact  with  organizations  and  individuals  for  the  purpose  of  effectively  ascertaining  the 
credit  needs  of  the  assessment  area. 

developed  credit  products,  including  those  with  flexible  lending  criteria  and/or  government  lending 
programs. 

•  regular  efforts  to  market  the  institution's  credit  services  to  all  segments  of  its  assessment  area  , 
including  low-  and  moderate-income  and  minority  areas. 

•  regular  participation  in  community  lending  forums  to  increase  consumers'  awareness  of  the  lending 
process. 

•  regular  efforts  to  counsel  applicants  through  the  application  process  and  refer  applicants  to  credit 
counseling. 

regular  efforts  to  additionally  review  all  denied  applications  to  ensure  compliance  with  fair  lending 
laws  and  regulations. 

use  of  internal  control  procedures,  such  as  self-testing  or  a  comparable  program  to  ensure  that  the 
institution's  policies  and  procedures  are  being  followed  and  that  discrimination  does  not  play  a  part 
in  the  application  flow,  the  origination  and/or  the  credit  decision  process. 


9  The  word  "regular"  differs  from  "ongoing"  and  "frequent"  in  the  degree  of  intensity  of  the  program  or  review.  This  includes 
the  comprehensiveness  and  frequency  of  the  program  or  review  and  the  level  of  resources  devoted  to  such. 
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NEEDS  TO  IMPROVE 

The  institution  needs  to  improve  its  efforts  to  develop  and  implement  fair  lending  policies  and  practices. 

This  is  represented  by: 

limited  training  programs  for  compliance  with  anti-discrimination  laws  and  regulations. 

limited  reviews  of  the  composition  of  its  staff  or  attempts  to  attract  employees  which  reflect  the 
general  composition  of  its  assessment  area. 

compensation  structure  may  not  encourage  loan  originators  to  solicit  applications  from  all 
segments  of  its  assessment  area. 

limited  contact  with  area  organizations  and  individuals  to  ascertain  the  credit  needs  of  the 
assessment  area. 

no  credit  products  which  make  use  of  flexible  lending  criteria  and/or  government  lending  programs. 

marginal  efforts  to  market  the  institution's  credit  services  to  all  segments  of  its  assessment  area.  . 

minimal  participation  in  community  lending  forums  to  increase  consumers'  awareness  of  the 
lending  process. 

limited  efforts  to  counsel  applicants  through  the  application  process. 

limited  efforts  to  review  all  denied  applications  to  ensure  compliance  with  fair  lending  laws  and 
regulations. 

limited  or  no  internal  control  procedures  to  ensure  that  the  institution's  policies  and  procedures  are 
being  followed  and  that  discrimination  does  not  play  a  part  in  the  application  flow,  the  origination 
and/or  the  credit  decision  process. 

SUBSTANTIAL  NONCOMPLIANCE 

The  institution  has  made  no  efforts  to  develop  and  implement  fair  lending  policies  and  practices. 

This  is  represented  by: 

•     no  training  programs  for  compliance  with  anti-discrimination  laws  and  regulations. 

no  efforts  to  review  the  composition  of  its  staff  or  attempt  to  attract  employees  which  reflect  the 
general  composition  of  its  assessment  area. 

compensation  structure  discourages  loan  originators  from  soliciting  applications  from  all  segments 
of  its  assessment  area. 

few  if  any  contacts  with  area  organizations  and  individuals  to  ascertain  the  credit  needs  of  its 
assessment  area. 
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no  credit  products  which  make  use  of  flexible  lending  criteria  and/or  government  lending  programs, 
even  though  a  need  for  such  products  is  evident. 

few  if  any  efforts  to  market  the  institution's  credit  services  to  all  segments  of  its  assessment  area. 

no  participation  in  community  lending  forums  to  increase  consumers'  awareness  of  the  lending 
process. 

no  efforts  to  counsel  applicants  through  the  application  process. 

no  efforts  to  review  denied  applications  to  ensure  compliance  with  fair  lending  laws  and 
regulations. 

no  internal  control  procedures  to  ensure  that  the  institution's  policies  and  procedures  are  being 
followed  and  that  discrimination  does  not  play  a  part  in  the  application  flow,  the  origination  and/or 
the  credit  decision  process. 
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Division  of  Banks 

Regulatory  Bulletin  2.3-102 
March  27,  1998 


CRA  Ratings  Policy 


I.  APPLICABILITY  AND  SCOPE 

The  purpose  of  this  bulletin  is  to  elaborate  on  the  methodology  to  be  used  by  the  Division  of  Banks 
(Division)  when  assigning  ratings  on  the  lending,  service,  and  investment  tests  as  part  of  the  Community 
Reinvestment  Act  (CRA)  examination  for  both  banks  and  credit  unions.  In  addition,  this  policy  describes 
the  number  of  points  needed  to  achieve  each  of  the  five  descriptive  CRA  ratings:  Outstanding,  High 
Satisfactory,  Satisfactory,  Needs  to  Improve,  and  Substantial  Noncompliance. 

II.  COMPONENT  TEST  RATINGS 

A.  Bank  Component  Test  Ratings 

The  following  matrix  sets  forth  the  methodology  for  aggregating  a  bank's  scores  on  the  lending, 
service,  and  investment  tests  to  arrive  at  an  assigned  rating.  The  number  of  points  to  be  given  for 
each  rating  on  the  lending,  service,  and  investment  tests  is  as  follows: 

Component  Test  Ratings  Lending  Service        Investment 

Outstanding 
High  Satisfactory 
Satisfactory 
Needs  to  Improve 
Substantial  Noncompliance 

B.  Credit  Union  Component  Test  Ratings 

The  following  matrix  sets  forth  the  methodology  for  aggregating  a  credit  union's  scores  on  the 
lending  and  service  tests  to  arrive  at  an  assigned  rating.  The  number  of  points  to  be  given  for  each 
rating  on  the  lending  and  service  tests  is  as  follows: 

Component  Test  Ratings  Lending  Service 

Outstanding 
High  Satisfactory 
Satisfactory 
Needs  to  Improve 
Substantial  Noncompliance 
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III.  COMPOSITE  RATINGS 

The  number  of  points  needed  for  institutions  to  achieve  each  of  the  five  composite  assigned  ratings  is 
shown  below: 

Points  Composite  Assigned  Rating 

20  or  over  Outstanding 

1 7  through  1 9  High  Satisfactory 

11  through  16  Satisfactory 

5  through  10  Needs  to  Improve 

0  through  4  Substantial  Noncompliance 

HI.        HISTORICAL  NOTES 

This  bulletin  replaces  former  Administrative  Bulletin  5-11  issued  on  July  1,  1997.  No  substantive  changes 
were  made  to  this  bulletin. 

IV.  AUTHORITY 

G.L.  c.  167,  s.  14;  209  CMR  46.00. 
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Division  of  Banks 

Regulatory  Bulletin  2.3-103 
March  27,  1998 

Alternative  CRA  Examination  Procedures 

I.  APPLICABILITY  AND  SCOPE 

The  purpose  of  this  bulletin  is  to  establish  the  framework  for  the  Division  of  Banks'  (Division)  alternative 
examination  procedures.  The  alternative  examination  procedures  are  applicable  to  all  banks  and  credit 
unions  who  received  a  rating  "High  Satisfactory"  or  "Outstanding"  at  their  most  recent  Community 
Reinvestment  Act  (CRA)  examination  conducted  by  the  Division,  or  the  appropriate  Federal  banking 
regulatory  agency  (if  applicable).  This  procedure  is  designed  to  reduce  cost  to  the  institution,  decrease 
regulatory  burden,  and  provide  incentive  for  superior  CRA  performance. 

II.  POLICY 

A.  Description 

The  Division  will  extend  the  examination  cycle  for  all  "Outstanding"  and  "High  Satisfactory" 
institutions,  conducting  the  CRA  examination  36  months  following  the  prior  Division  CRA 
examination,  or  1 8  months  following  the  prior  Federal  examination.  The  Division  will  continue  to 
examine  all  other  institutions  at  least  once  every  24  months. 

B.  Public  Participation 

The  alternative  examination  procedure  shall  in  no  way  limit  public  participation.  Examiners  will 
continue  to  conduct  meetings  with  area  community  organizations  as  part  of  the  regular  CRA 
examination  process.  The  quarterly  publication  of  the  planned  examination  schedule  will  also 
apply,  and  the  Division  encourages  written  comments  regarding  the  institution's  CRA  performance 
as  detailed  in  209  CMR  46.21. 

C.  Exceptions 

The  Division  reserves  the  right  to  examine  any  institution  at  any  time  due  to  written  complaints, 
regulatory  concerns,  or  any  other  issues  which  would  require  on-site  examination  or  follow-up. 

III.  HISTORICAL  NOTES 

This  bulletin  is  new.  It  is  effective  March  1,  1998. 

IV.  AUTHORITY 

G.L.  c.  167,  s.14  ;  209  CMR  46.46. 
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Division  of  Banks 

Regulatory  Bulletin  2.3-104 

March  27,  1998 


School  Bank  Program 


I.  APPLICABILITY  AND  SCOPE 

The  purpose  of  this  bulletin  is  to  set  forth  the  Division  of  Banks'  (Division)  minimum  requirements  for  the 
establishment  and  operation  of  activities  conducted  under  the  Massachusetts  School  Bank  program.  There 
are  four  available  options  for  school  bank  programs:  (1)  A  School  Branch;  (2)  An  Educational  Training 
Program;  (3)  A  Student  Bank;  and  (4)  A  School  Savings  Deposit  Program.  The  requirements  for  each 
program  are  outlined  below.  Participation  in  any  of  these  programs  by  an  educational  facility  or  other 
organization  dedicated  to  the  training  of  youth10  requires  the  approval  of  the  appropriate  educational 
authority  and/or  governing  Board.  With  the  exception  of  a  School  Savings  Deposit  Program,  all  applicants 
for  a  school  bank  program  must  demonstrate  that  a  clearly  articulated  and  defined  educational  and/or 
vocational  objective  will  be  served  by  the  establishment  of  the  program. 

II.  DEFINITIONS 

The  following  definitions  apply  to  the  terms  used  in  this  bulletin  unless  the  context  otherwise  requires: 

Division:  The  Division  of  Banks,  including  the  Commissioner  of  Banks 

Educational  Authority:  The  local  school  committee  or  governmental  body  which  governs  the 
affairs  of  a  public  educational  facility.  The  term  shall  also  include  the  Board  of  Trustees  or  similar 
governing  body  of  a  private  educational  institution  or  youth  organization. 

Educational  Facility:  A  public  or  private  (including  parochial)  primary,  secondary,  or  vocational 
school  located  within  the  Commonwealth. 

Educational  Training  Program:  An  association  by  a  group  of  students  and  teachers  under  the 
sponsorship  of  a  bank  to  train  young  people  in  the  basic  principles  and  practices  of  banking  which 
is  established  under  G.L.  c.  167,  s.  37  and  these  guidelines. 

Financial  Institution:  A  state-chartered  savings  bank,  co-operative  bank,  trust  company,  or 
credit  union. 


10  Examples  of  organizations  dedicated  to  the  training  of  youth  include  Boys  and  Girls  Clubs,  Junior  Achievement,  YMCA. 
YWCA,  Neighborhood  Youth  and  Teen  Centers. 
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School  Branch:  A  limited  purpose  branch  office  located  at  a  secondary  or  vocational  school 
located  within  the  commonwealth  which  is  established  under  G.L.  c.  167C,  s.  3  or  G.L.  c.  171,  s.  8 
and  these  guidelines. 

School  Savings  Deposit  Program:  An  arrangement  between  a  financial  institution  and  an 
educational  facility  which  is  established  under  G.L.  c.  167D,  s.  10  for  the  collection  and  deposit  of 
school  children's  savings. 

Student  Bank:  A  school  bank  operated  by  students  in  grades  four  through  eight  which  is 
established  under  G.L.  c.  167,  s.  37B. 

III.        SCHOOL  BANK  PROGRAMS 

A.  Option    1    -   Procedures   for   the    Establishment    of  Branch    Offices    Located    at 

Educational  Facilities 

All  school  branch  applications  shall  be  reviewed  under  the  same  supervisory  standards  and 
procedures  accorded  to  ordinary  branch  applications.  Applications  for  school  branch  offices  shall 
be  eligible  for  the  Expedited  Branch  Office  Application  Process  (if  applicable)  as  outlined  in 
Regulatory  Bulletin  2.1-104.  However,  all  school  branch  applications  eligible  for  the  Expedited 
Branch  Office  Application  Process  must  also  fulfill  the  requirements  of  this  bulletin.  All  school 
branches  are  subject  to  state  and  federal  statutory  requirements  governing  state-chartered  financial 
institutions  including  the  posting  of  all  consumer  protection  and  other  notices  required  by  law. 

1.  Application 

A  financial  institution  seeking  to  establish  a  branch  office  at  an  educational  facility  must 
make  written  application  to  the  Division.  Such  application  shall  be  made  on  forms 
supplied  by  the  Division  and  shall  contain:  a  written  notification  that  the  deposits  of  such 
branch  are  insured  by  a  federal  deposit  insurance  agency;  the  prior  written  approval  or 
vote  of  the  appropriate  educational  authority;  an  executed  written  agreement  relative  to  the 
operation  of  the  school  branch  office  between  the  financial  institution  and  the  educational 
authority  which  meets  the  requirements  of  section  2,  a  written  curriculum  plan  developed 
with  and  approved  by  the  educational  authority  which  meets  the  requirements  of  section  3; 
and,  such  other  information  as  the  Division  may  require  from  time  to  time. 

2.  Operational  Agreement 

A  formal  written  agreement  must  be  entered  into  between  the  educational  authority  and  the 
financial  institution  governing  the  operation  of  the  school  branch.  Such  agreements  must 
be  reviewed  and  renewed  annually. 

a.  Mandatory  Provisions 

All  agreements  shall  contain  provisions  relative  to  the  following  matters: 

i.  Hours  of  Operation:     The  school  branch's  days  and  hours  of 

operation  during  the  academic  year,  and  if  applicable,  during 
school  vacation  periods,  must  be  specified. 
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ii.  Security:     The  agreement  must  allocate  responsibility  for  the 

security  of  the  school  branch  banking  facilities  to  the  financial 
institution.  The  agreement  must  also  contain  provisions  relative 
to  the  general  security  of  the  areas  adjacent  to  the  school  branch. 

iii.  Liability  and  Fidelity  Insurance:  The  financial  institution  shall 
agree  to  maintain  adequate  liability  insurance  for  the  school 
facilities  under  its  control.  The  branch  must  also  be  covered  by 
the  financial  institution's  blanket  bond. 

iv.  Banking  Services:    The  agreement  shall  specify  the  number  and 

types  of  banking  services  to  be  offered  at  the  school  branch.  If 
the  branch  is  not  open  to  the  general  public,  the  agreement  shall 
also  specify  to  whom  the  branch's  services  may  be  offered. 

v.  Staffing:  An  adult  paid  employee  of  the  financial  institution  must 

be  at  the  school  branch  during  business  hours  to  supervise  its 
operation.  All  services  provided  by  the  branch  must  be  handled 
by  high  school  students.  Students  should  be  selected  by  a  process 
agreed  upon  by  the  financial  institution  and  the  educational 
authority. 

vi.  Student  Training:    The  financial  institution  shall  be  responsible 

for  student  training  done  on  the  financial  institution's  premises, 
outside  school  time,  and  on  school  branch  premises  at  all  times 
when  the  branch  is  open.  The  extent  of  this  training  shall  be  set 
out  in  the  curriculum  plan  between  the  financial  institution  and 
educational  authority. 

vii.  Salaries:  The  agreement  shall  specify  whether  participating 
students  will  be  paid  by  the  financial  institution.  The  payment  of 
students,  whether  during  training  or  while  working  in  the  branch, 
is  a  matter  to  be  agreed  upon  by  the  financial  institution  and  the 
educational  authority. 

viii.  Termination  of  Branch:  The  agreement  shall  provide  that  neither 
the  financial  institution  nor  the  educational  authority  shall  close  or 
move  the  school  branch  until  all  necessary  regulatory  approvals 
have  been  obtained. 

b.  Optional  Provisions 

Agreements  relative  to  school  branches  may  contain  the  following  optional 
provisions: 

i.  Signage:   Any  reasonable  provision  relative  to  the  design,  size  or 

placement  of  the  name  or  logo  of  the  school  branch. 
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ii.  Branch  Maintenance:    Any  reasonable  provision  relative  to  the 

construction,  remodeling  or  repair  of  the  school  branch  facilities. 

iii.  Other  Provisions:    An  agreement  between  a  financial  institution 

and  an  educational  authority  may  contain  any  other  provision 
relative  to  the  establishment  and  operation  of  a  school  branch  that 
the  parties  may  deem  necessary. 

3.  Curriculum  Plan 

A  school  branch  is  an  educational  facility  to  be  used  for  the  training  of  students,  on  school 
premises,  in  the  basic  principles  and  practices  of  banking  by  actual  participation  in  a 
branch  operation.  A  curriculum  plan,  therefore,  should  be  designed  that  achieves  these 
objectives  in  accordance  with  acceptable  educational  standards.  All  such  curriculum  plans 
must  be  drafted  and  approved  by  the  educational  authority  prior  to  the  submission  of  a 
school  branch  application. 

B.  Option  2  -  Application  Guidelines  to  Approve  the  Establishment  and  Operation  of 

Educational  Training  Programs 

All  Educational  Training  Programs  must  meet  the  following  conditions  and  restrictions: 

1.  Sponsorship  of  an  educational  training  program  is  limited  to  trust  companies; 
national  banks;  savings  banks;  savings  and  loan  associations;  co-operative  banks; 
and  federal  savings  and  loan  associations  situated  in  the  Commonwealth. 

2.  Each  proposal  for  an  educational  training  program  under  the  provisions  of  G.L.  c.  1 67, 
s.  37  must  be  submitted  upon  the  recommendation  of  the  superintendent  of  schools  and 
the  affirmative  vote  of  the  school  committee  in  the  city  or  town  in  which  the  bank  is 
located.  In  the  case  of  private  or  parochial  schools,  or  other  organizations  dedicated  to 
the  training  of  youth,  each  such  proposal  must  be  submitted  upon  the  affirmative  vote 
of  the  governing  Board. 

3.  Each  proposal  must  contain  an  agreement  between  the  sponsoring  bank  and  the 
participating  school  or  youth  organization  that  reflects  an  association  for  the 
purpose  of  operating  an  educational  training  program. 

4.  The  primary  purpose  for  the  establishment  of  an  educational  training  program  shall  be 
to  train  young  people  in  the  basic  principles  and  practices  of  banking  by  actual 
participation  in  pattern  or  model  organizations  and  operations.  To  that  end,  each 
proposal  must  outline  educational  goals  and  objectives. 

5 .  The  making  of  loans  under  this  program  is  prohibited. 

6.  The  program  shall  only  service  deposit  and  withdrawal  transactions. 

7.  The  program  shall  not  be  limited  to  the  use  of  actual  cash  and  or  checks. 
Imitation  currency  or  checks  may  be  used  to  conduct  simulated  transactions. 
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8.  Each  proposal  must  specify  procedures  for  the  handling  of  cash  on  the  premises, 
and  for  depositing  funds  in  a  bank  account. 

9.  Each  proposal  must  include  a  plan  for  the  activities  to  be  conducted  (i.e.  taking  of 
deposits,  withdrawals,  issuing  passbooks,  selling  shares). 

10.  Each  proposal  must  contain  the  name  of  the  person  in  charge. 

1 1 .  The  program  shall  operate  only  during  the  school  year. 

12.  The  sponsoring  bank  shall  notify  the  Division  of  any  changes  to  the  original 
program.  The  sponsoring  bank  shall  also  notify  the  Division  should  the  program 
be  discontinued. 

C.  Option  3  -  Conditions  and  Restrictions  Relative  to  the  Establishment  and  Operation 

of  Student  Banks 

All  Student  Banks  must  meet  the  following  conditions  and  restrictions: 

1 .  Each  proposal  for  a  student  bank  under  the  provisions  of  G.L.  c.  167,  s.  37B  must 
be  submitted  upon  the  recommendation  of  the  superintendent  of  schools  and  the 
affirmative  vote  of  the  school  committee  in  the  city  or  town  in  which  the  bank  is 
located.  In  the  case  of  private  or  parochial  schools,  each  such  proposal  must  be 
submitted  upon  the  affirmative  vote  of  the  governing  board. 

2.  The  primary  purpose  for  the  establishment  of  a  student  bank  shall  be  to  conduct 
said  bank  as  an  educational  program.  To  that  end,  each  plan  must  outline  and 
identify  educational  goals  and  objectives. 

3.  Participation  in  a  student  bank  program  shall  be  limited  to  students  in  grades  four 
through  eight. 

4.  A  student  bank  shall  be  managed  by  the  students  of  such  school  bank  under  the 
supervision  of  a  qualified  person. 

5.  Bank  services  shall  be  available  only  to  the  school's  students  and  school 
personnel. 

6.  The  student  bank  may  sell  shares  to  or  accept  deposits  from  students  and  school 
personnel  provided  that  the  bank  assets  do  not  exceed  $500. 

7.  The  student  bank  shall  operate  only  during  the  academic  year  and  shall  be 
liquidated  at  the  close  of  the  academic  year;  assets  shall  be  distributed  at  that  time 
on  a  pro  rata  basis  among  shareholders  or  depositors. 

8.  Each  proposal  must  include  a  plan  for  the  activities  to  be  conducted,  i.e.,  taking  of 
deposits,  selling  shares,  paying  interest,  making  loans. 
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9.  Each  proposal  must  include  a  schedule  for  interest  paid  on  deposits  or  shares,  or 
charged  on  loans.  Such  schedules  are  subject  to  the  approval  of  the  Division. 

1 0.  Each  proposal  must  contain  the  name  of  the  person  in  charge. 

11.  Each  proposal  must  specify  the  procedures  for  the  handling  of  cash  on  the 
premises,  or  for  depositing  funds  in  a  bank  account. 

D.  Option  4  -  Guidelines  for  the  Establishment  of  School  Savings  Deposit  Programs 

1 .  A  financial  institution  seeking  to  establish  a  school  savings  deposit  program  with 
school  children  of  private  schools  may  arrange  for  the  collection  of  such  deposits 
directly  with  the  school.  Such  a  program  does  not  require  the  approval  of  the 
Division. 

2.  A  financial  institution  seeking  to  establish  a  school  savings  deposit  program  with 
school  children  of  public  schools  must  receive  the  prior  written  approval  of  the 
school  committee  of  the  town  or  district  wherein  the  school  is  situated.  Such  a 
program  does  not  require  the  approval  of  the  Division. 

3.  A  financial  institution  wishing  to  operate  a  school  savings  program  in  cooperation 
with  one  or  more  other  institutions  must  have  a  written  agreement  with  such  other 
institutions  as  well  as  the  approval  of  the  Division. 

IV.  HISTORICAL  NOTES 

This  bulletin  replaces  former  Administrative  Bulletin  23-1  which  was  restated  in  1992,  and  former 
Administrative  Bulletin  23-2  issued  on  October  17,  1988.  Guidelines  were  added  for  the  Educational 
Training  Program  and  the  School  Savings  Deposit  Program.  In  addition,  the  bulletin  was  amended  to 
clarify  eligibility  under  the  Expedited  Branch  Office  Application  Process  (see  RB  2. 1-104). 

V.  AUTHORITY 

G.L.  c.  167,  s.  37;  G.L.  c.  167,  s.  37B;  G.L.  c.  167C,  s.  3;  G.L.  c.  167D,  s.  10;  and  G.L.  c.  171,  s.8. 
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Division  of  Banks 

Regulatory  Bulletin  2.3-105 

March  27,  1998 


Certificate  of  Deposit  and  Money  Market  Account  Advertising 

Guidelines 

I.  APPLICABILITY  AND  SCOPE 

The  purpose  of  this  bulletin  is  to  establish  advertising  guidelines  for  money  market  accounts  and 
certificates  of  deposit  of  less  than  one  year  in  length  which  are  in  addition  to  the  Truth-in-Savings  Act  (12 
USC  4301  and  the  Federal  Reserve  Board's  implementing  regulations  found  at  12  CFR  230  [Regulation 
DD];  also  see  G.L.  c.  MOD).  Additionally,  the  purpose  of  this  bulletin  is  to  ensure  that  a  consumer  is  fully 
informed  about  the  actual  rate  of  interest  an  account  pays,  the  compounding  method  used  if  any,  and  the 
assumptions  underlying  any  effective  annual  yield  which  may  be  quoted.  Use  of  an  effective  annual  yield 
in  conjunction  with  a  simple  interest  account,  or  any  other  account  under  a  year  in  length,  has  a  tendency  to 
mislead  consumers  unless  full  disclosure  is  made.  The  effect  of  these  guidelines  will  be  to  de-emphasize 
the  effective  annual  yield  in  relation  to  the  annual  rate  in  advertising. 

This  bulletin  applies  to  all  state  and  federally-chartered  banks  and  credit  unions. 

II.  POLICY 

A.  General  Requirements 

These  guidelines  apply  to  all  advertising  in  whatever  form  and/or  medium  for  certificates  of  deposit 
or  similar  instruments  of  less  than  one  year  in  length  and  for  money  market  accounts,  whether  such 
accounts  pay  simple  or  compound  interest. 

In  the  advertising  of  all  such  accounts,  use  of  an  effective  annual  yield  is  optional,  unless  required 
by  law  in  a  particular  case.  In  all  cases,  rates  and  yields  in  advertisements  must  be  labeled  with  the 
terms,  "annual  rate"  and  "effective  annual  yield,"  respectively. 

B.  Print  Advertising 

If  an  effective  annual  yield  is  used,  it  must  be  no  larger  in  type  size  than  twice  the  size  of  the 
typeface  used  to  disclose  assumptions  upon  which  the  yield  is  based.  For  purposes  of  determining 
whether  one  type  face  is  twice  the  size  of  another,  comparison  must  be  made  between  the  height  of 
a  typical  upper  case  letter  in  the  disclosure  and  the  height  of  the  dominant  number  in  the  yield. 
If  an  effective  annual  yield  is  used,  it  must  be  displayed  in  smaller  type  than  the  annual  rate,  so  that 
the  rate  is  emphasized.  Also,  all  underlying  material  assumptions  such  as  those  listed  herein  must 
be  fully  disclosed.    The  yield  must  be  either  integrated  into  the  body  of  the  disclosure,  or  the 
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disclosure  must  be  placed  next  to  each  appearance  of  the  yield.  Footnote-type  disclosures  with  the 
yield  appearing  elsewhere  in  the  advertisement  are  not  acceptable. 

If  an  account  pays  only  simple  interest  during  its  term,  the  phrase  "simple  interest"  must  be  placed 
clearly  and  conspicuously  next  to  the  annual  rate. 

The  guidelines  apply  to  each  advertised  account  individually,  including  each  account  in  a  multiple 
account  advertisement.  In  the  case  of  multiple  account  ads  for  2  or  more  accounts  covered  by  these 
guidelines,  and  where  the  disclosure  for  each  account  is  identical,  then  the  assumptions  need  only 
be  disclosed  next  to  one  of  the  affected  accounts.  Where  the  disclosure  is  not  printed  adjacent  to 
the  yield,  appropriate  reference  to  the  assumptions  should  be  made  by  asterisk  or  otherwise  from 
each  yield. 

C.  Disclosure  of  Assumptions 

The  disclosure  of  the  underlying  assumptions  upon  which  the  effective  annual  yield  is  based  must 
contain  all  the  material  factors  used  in  determining  that  yield.  Depending  on  the  particular 
account,  such  factors  must  include,  if  applicable: 

1 .  Whether  the  account  pays  simple  or  compound  interest  during  the  term; 

2.  The  frequency  of  any  compounding  during  the  term; 

3.  That  the  yield  assumes  rolling  over  the  account; 

4.  The  fact  that  the  advertised  interest  rate  is  not  guaranteed  to  be  available  at  the 
time  of  each  rollover; 

5 .  That  the  yield  assumes  that  the  funds  remain  on  deposit  for  one  year; 

6.  How  often  the  rate  is  adjusted  as  in  the  case  of  a  money  market  account,  and  that 
the  same  rate  is  not  guaranteed  to  continue  to  be  available; 

7.  Any  other  restrictions  or  assumptions  pertaining  to  the  yield,  e.g.,  a  savings 
account  must  be  maintained  in  order  to  receive  compound  interest  on  the  CD. 

The  single  disclosure  must  be  of  uniform  typeface,  except  insofar  as  a  variance  is  allowed  for  the 
yield. 

D.  Television  and  Radio  Advertising 

All  the  above  rules  apply  to  television  advertising,  and  to  radio  advertising  with  respect  to 
disclosure  content,  in  addition  to  the  following  guidelines: 

1 .  If  an  effective  annual  yield  is  shown  on  the  screen,  it  must  be  juxtaposed  next  to 
the  assumptions,  and  the  assumptions  must  be  verbally  stated. 

2.  The  typeface  for  any  required  disclosure  must  be  clearly  legible,  and  shown  on  the 
screen  long  enough  to  be  read. 
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3.  If  the  yield  is  only  stated  verbally,  the  underlying  assumptions  must  also  be  stated 

verbally  at  that  time.   On-screen  disclosure  in  conjunction  with  a  verbal  statement 
is  optional. 

E.  In-Bank  Rateboards 

If  an  account  covered  by  these  guidelines  pays  simple  and  not  compound  interest  during  its  terms, 
and  is  displayed  on  an  in-bank  rateboard,  the  phrase  "simple  interest"  must  be  prominently 
displayed  where  the  account  is  listed  on  the  board. 

If  an  effective  annual  yield  is  displayed  on  an  in-bank  rateboard  for  accounts  covered  by  these 
guidelines,  the  yield  number  must  be  no  larger  than  the  annual  rate;  and  either  the  material 
assumptions  underlying  the  yield  must  be  stated  in  easily  readable  type-size  on  the  rateboard  and 
be  placed  either  next  to  the  yield,  or  in  a  clearly  referenced  footnote  to  the  yield;  or  language  such 
as  "assumptions  apply,  ask  for  details"  in  easily  readable  type-size  must  be  placed  either  next  to 
the  yield  or  in  a  clearly  referenced  footnote  to  the  yield. 

III.  HISTORICAL  NOTES 

This  bulletin  was  first  issued  in  1989  as  Administrative  Bulletin  30-1.  The  original  bulletin  was  derived 
from  a  voluntary  set  of  guidelines  agreed  to  by  industry  trade  groups  and  the  then  Executive  Office  of 
Consumer  Affairs. 

IV.  AUTHORITY 

G.L.  c.  140E;  and  G.L.  c.  167  s.  2 
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Division  of  Banks 

Regulatory  Bulletin  2.3-106 

February  24,  1998 


Deposit  Return  Item  Fees 


I.  APPLICABILITY  AND  SCOPE 

The  purpose  of  this  bulletin  is  to  establish  the  maximum  allowable  fee  state-chartered  financial  institutions 
may  assess  certain  consumer  deposit  accounts  for  processing  dishonored  checks,  otherwise  referred  to  as 
deposit  return  items  (DRI). 

This  bulletin  applies  to  all  state-chartered  savings  banks,  co-operative  banks,  trust  companies,  and  credit 
unions. 

II.  POLICY 

A.  Maximum  DRI  Fee 

The  maximum  allowable  fee  Massachusetts  state-chartered  banks  and  credit  unions  may  assess 
certain  consumer  deposit  accounts  for  processing  dishonored  checks  or  DRI  items  under 
Massachusetts  General  Laws  chapter  167D,  section  3  and  Massachusetts  General  Laws  chapter 
171,  section  41  A,  respectively,  shall  be  $2.66.  This  fee  determination  shall  be  in  effect  from 
February  24,  1998  until  February  24,  1999,  or  until  such  time  as  the  Division  of  Banks  (Division) 
issues  its  1999  DRI  fee  decision. 

State-chartered  institutions  are  advised  that  the  above  DRI  fee  is  the  maximum  fee  permitted  by 
law.  Institutions,  however,  may  elect  to  impose  a  lower  DRI  fee  or  to  waive  the  fee  for  their 
customers.  It  is  also  the  Division's  opinion  that  state-chartered  institutions  are  not  required  to 
provide  30  days  advance  notice  of  reductions  in  deposit  account  fees  under  the  Commonwealth's 
Truth-in-Savings  Act,  General  Laws  chapter  140E,  and  its  implementing  regulation  found  at  209 
CMR4.04.11 

B.  Enforcement  Policy 

The  Division  will  review  the  DRI  fee  policies  and  practices  of  state-chartered  banks  and  credit 
unions  during  the  course  of  its  periodic  consumer  compliance  examinations.  Corrective  action, 
including  reimbursements  and  other  adjustments,  will  be  required  for  any  DRI  fee  violations.  The 


11  Conversely,  Truth-in-Savings  notice  requirements  would  be  triggered  for  state-chartered  institutions  that  currently  charge 
less  than  $2.66  for  DRI  processing,  if  they  intend  to  raise  their  DRI  fees  to  the  maximum  amount  permitted  by  this  bulletin. 
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Division  also  will  initiate  corrective  action  based  upon  individual  consumer  complaints  filed  with 
the  Division's  Consumer  Assistance  Office. 

III.  HISTORICAL  NOTES 

This  bulletin  is  new.  The  determination  of  a  maximum  DRI  fee  was  mandated  by  Chapter  178  of  the  Acts 
of  1997,  which  became  effective  on  February  24,  1998.  {See  Decision  Establishing  Certain  Maximum 
Dishonored  Check  Fees  at  Massachusetts  State-chartered  Institutions ;  February  23.  1998,  (setting  forth 
the  Division's  rationale  for  this  determination  of  a  reasonable  DRI  fee.)) 

IV.  AUTHORITY 

G.L.  c.  140E;  G.L.  c.  167D,  s.  3;  G.L.  c.  171,  s.  41A. 
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Division  of  Banks 

Regulatory  Bulletin  3.1-101 

March  27,  1998 


Supervisory  Stock  Conversion  Standards  on  Bank  Equity  Value 


I.  APPLICABILITY  AND  SCOPE 

The  purpose  of  this  bulletin  is  to  provide  a  standard  for  determining  when  a  mutual  savings  bank  or  co- 
operative bank  is  deemed  to  meet  certain  eligibility  requirements  for  a  supervisory  stock  conversion  under 
Subpart  B  of  209  CMR  33.00.  The  specific  eligibility  requirement  addressed  by  this  directive  is  209  CMR 
33.16(c). 

II.  POLICY 

The  governing  regulation  requires  a  determination  by  the  Division  of  Banks  (Division)  that  "upon 
liquidation  of  the  bank  .  .  .  there  would  be  no  equity  value  realizable  by  the  [bank's]  mutual  account 
holders."  The  meaning  of  this  phrase  is  being  clarified  in  order  to  permit  undercapitalized  state-chartered 
mutual  institutions  to  utilize  the  supervisory  stock  conversion  provisions  of  209  CMR  33.00  as  a  means  of 
raising  additional  capital.  The  Division  notes  that  its  previously  employed  "insolvency  test"  (liabilities 
exceed  assets)  regarding  the  liquidation  value  of  an  applicant  bank  could  discourage  private  investors  from 
injecting  capital  into  such  banks  at  that  point  in  time.  Accordingly,  the  Division  hereby  adopts  the 
following  standard  for  determining  compliance  with  209  CMR  33.16(c). 

A.  Standard 

For  the  purposes  of  209  CMR  33.16(c),  mutual  account  holders  will  be  deemed  to  have  no 
equity  value  realizable  upon  liquidation  of  the  bank  if  the  applicant  bank: 

1.  Is  "significantly  undercapitalized"  or  "critically  undercapitalized,"  as  those  terms 
are  defined  by  12  CFR  325. 103,  and 

2.  Demonstrates  that  a  standard  conversion  that  would  raise  sufficient  capital  to  meet 
its  current  minimum  capital  requirements  is  not  feasible. 

The  burden  is  upon  the  applicant  bank  to  demonstrate  that  the  preceding  standard  is  met  as  well 
as  all  other  requirements  of  Subpart  B  of  209  CMR  33.00. 

III.  HISTORICAL  NOTES 

This  bulletin  was  first  issued  and  became  effective  on  October  29,  1992  as  Administrative  Bulletin  34-1. 
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IV.        AUTHORITY 

G.L.  c.  168,  s.  34C;  G.L.  c.  170,  s.  26C;  209  CMR  33.00,  Subpart  B;  and  12  CFR  325. 


81  RB  3.1-101 


Division  of  Banks 

Regulatory  Bulletin  3.2-101 
March  27,  1998 


Reserve  Requirements  for  State-Chartered  Stock  Banks 


I.  APPLICABILITY  AND  SCOPE 

The  purpose  of  this  bulletin  is  to  set  the  reserve  requirements  prescribed  by  G.L.  c.  172,  s.  31.  This 
bulletin  applies  to  all  state-chartered  trust  companies,  savings  banks,  and  co-operative  banks  in  stock  form 
(state-chartered  stock  banks). 

II.  POLICY 

Massachusetts  banking  statutes  require  that  state-chartered  stock  banks  maintain  reserves  as  prescribed  by 
G.L.  c.  172,  s.  31.  Paragraph  C  of  section  31  of  G.L.  c.  172  provides  the  Division  of  Banks  (Division) 
with  discretionary  authority  to  either  increase  or  decrease  reserves  based  on  prevailing  banking  conditions. 

In  light  of  the  federally-mandated  reserve  requirements  established  by  the  Federal  Reserve  in  Regulation  D, 
12  CFR  204,  the  interest  of  the  Division  in  requiring  its  own  reserves  is  outweighed  by  the  regulatory  and 
financial  burden  upon  the  industry.  Therefore,  as  authorized  by  G.L.  c.  172  s.  31C,  the  Division  has 
determined  that  the  reserve  percentage  required  by  paragraph  A  of  this  statute  be  set  at  zero.  Furthermore, 
unless  otherwise  provided  by  the  Division,  the  filing  requirements  of  paragraph  D  of  said  section  3 1  are 
suspended. 

III.  HISTORICAL  NOTES 

This  bulletin  was  first  issued  in  1980  as  Administrative  Bulletin  18-3. 

IV.  AUTHORITY 

G.L.  c.  172,  s.  31;  12  CFR  204. 
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Division  of  Banks 

Regulatory  Bulletin  3.3-101 

March  27,  1998 


Guidelines  for  "18-65"  Accounts 


I.  APPLICABILITY  AND  SCOPE 

A  bank,  as  defined  by  G.L.  c.  167D,  s.l,  is  prohibited  from  imposing  any  fee.  charge  or  other  assessment 
against  the  savings  account  or  checking  account  of  any  persons  sixty-five  years  of  age  or  older  or  eighteen 
years  of  age  or  younger  pursuant  to  G.L.  c.  167D,  s.  2.  However,  the  Act  specifically  provides  that  a 
reasonable  charge,  as  determined  by  the  Division  of  Banks  (Division),  may  be  assessed  against  any  such 
account  of  any  such  persons  when  payment  has  been  refused  because  of  insufficient  funds  on  any  check 
drawn  on  such  account. 

Pursuant  to  the  requirements  of  the  Act,  the  Division  has  determined  that  a  charge  to  be  assessed  for  a 
check  drawn  on  the  account  of  such  a  person  but  refused  because  of  insufficient  funds  shall  not  exceed 
$5.00  per  check. 

The  purpose  of  these  guidelines  is  to  provide  banks  with  guidance  on  how  to  comply  with  the  provisions  of 
the  "1 8-65  law"  so  called.  This  bulletin  is  arranged  in  a  question  and  answer  format  within  pertinent  topics 
in  order  to  provide  useful  and  practical  information  to  institutions  and  individuals  seeking  information  on 
the  scope  of  the  18-65  law.  Institutions  with  additional  questions  or  concerns  should  refer  to  the  statute  for 
additional  guidance  on  the  law's  scope  or  avail  themselves  of  the  advisory  opinion  process  set  fbiOi  in 
Regulatory  Bulletin  1.1-102. 

II.  POLICY 

A.  Accounts  Subject  to  the  Provisions  of  this  Act 

In  light  of  the  lack  of  defined  terms,  the  variety  of  deposit  accounts  now  available  and  the 
provisions  of  G.L.  c.  167D,  s.  2,  it  is  the  opinion  of  the  Division  that  the  terms  savings  account  and 
checking  account  should  be  given  what  may  be  viewed  as  their  traditional  meaning.  Accordingly, 
"checking"  would  be  a  demand  deposit  account  while  "savings"  would  include  a  passbook  or  a 
statement  account  and  a  regular  NOW  account. 

1.  Must  only  one  account  (savings  or  checking)  be  offered  to  a  qualifying 

person? 

No.  Since  the  prohibitions  of  this  Act  are  keyed  to  each  such  account,  the 
Division  interprets  this  statute  to  entitle  each  qualifying  individual  to  receive  one 
savings  and  one  checking  account. 
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2.  May  a  bank  choose  which  accounts  are  subject  to  the  18-65  law? 

No.  All  existing  checking  and  savings  accounts  must  be  made  available  to  an  18-65 
customer  with  the  exceptions  of  Super  NOW  and  Money  Market  Accounts. 

3.  May  a  bank  require  an  adult  cosigner  on  a  minor's  account? 

Yes.  The  18-65  law  does  not  prohibit  a  bank  policy  requiring  adult  cosigners  on 
accounts  of  minors.  Such  accounts  remain  protected  under  the  statute. 

4.  Is  a  trust  account  established  for  the  benefit  of  a  minor  subject  to  the  18-65 
statute? 

No.  A  minor  is  only  the  beneficiary  of  a  trust  account.  The  account  is  a  separate 
entity  from  the  minor  which  can  be  accessed  by  a  non-qualifying  person  under  the 
18-65  law.  Therefore,  it  is  not  a  minor's  account  and  not  covered  by  the  18-65 
law. 

5.  Is  an  account  established  under  G.L.  c.  201A,  The  Massachusetts  Uniform 
Transfers  to  Minors  Act,  subject  to  the  18-65  law? 

Yes.  As  the  transfer  is  irrevocable  and  the  custodian  must  use  the  funds  only  for 
the  minor's  benefit,  it  is  the  minor's  account  and  is  therefore  covered  until  that 
minor  reaches  the  age  of  19. 

6.  Does  the  18-65  law  restrict  a  bank's  authority  to  set  other  terms  and 
conditions  on  accounts  of  eligible  depositors? 

No.  The  purpose  of  G.L.  c.  167D,  s.  2,  as  understood  by  the  Division,  is  solely  to 
add  a  feature  -  no  fees,  charges  or  assessments  -  to  accounts  of  those  depositors 
meeting  the  age  requirements  set  out  in  the  law.  However,  a  bank's  general  ability 
to  structure  the  terms  and  conditions  of  accounts  if  used  to  dimmish,  in  any  way, 
the  account  of  only  those  depositors  eligible  for  the  benefit  afforded  by  G.L.  c. 
167D,  s.  2  would  result  in  a  clear  violation  of  the  spirit  of  that  law. 

B.  Depositor  Eligibility 

Viewing  the  language  of  this  Act  with  its  criteria  of  age  as  well  as  its  underlying  purpose,  it  is  the 
opinion  of  the  Division  that  the  accounts  covered  by  this  Act  are  limited  to  those  held  by 
consumers  for  non-business  purposes. 

1.  Must  all  parties  to  an  applicable  account  be  within  the  specified  age  groups 

for  the  account  to  be  eligible  for  protection  under  the  Act? 

Yes.  All  parties  to  an  applicable  account  must  meet  the  age  requirements 
specified  in  the  Act  unless  the  only  party  not  meeting  such  requirement  is  the 
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spouse  of  the  eligible  depositor  or  the  account  is  as  described  in  Section  A, 
Question  3  and  5  above. 

2.  Is  a  depositor  with  an  account  opened  prior  to  1984  eligible  for  the  benefits  of 
this  law. 

Yes.  It  is  the  opinion  of  the  Division  that  eligibility  for  the  benefits  of  this  law 
extended  to  existing  account  holders  as  well  as  new  depositors. 

3.  Does  the  18-65  law's  benefits  end  on  a  person's  18th  birthday? 

No.  The  18-65  law  protection  continues  until  the  person  reaches  19  years  of  age. 

4.  Must  an  eligible  person  formally  notify,  or  register  with,  a  bank  in  order  to 
obtain  the  18-65  law's  benefits? 

Yes.  Anyone  eligible  for  an  18-65  account  has  the  burden  of  notifying  their  bank 
of  his  or  her  status.  A  bank  is  not  liable  for  any  fees  assessed  to  an  account  prior 
to  notification  or  registration.  A  bank  would  be  required  to  disclose  the 
availability  of  the  protection  when  eligible  depositors  were  opening  accounts. 

5.  Can  a  bank  limit  eligibility  by  the  person's  income? 

No.  The  18-65  law  provides  protection  to  all  individuals  within  the  specified  age 
designations  regardless  of  income. 

6.  Could  a  person  waive  the  protection  provided  by  this  statute? 

Yes.  The  affirmative  obligation  on  a  depositor  to  come  forward  to  exhibit 
eligibility,  as  outlined  previously,  provides  the  depositor  the  opportunitv  to 
effectively  waive  this  protection  by  simply  not  establishing  eligibility. 

C.  Types  of  Fees  Covered 

The  Division  would  view  any  assessment  of  a  prohibited  fee  against  a  separate  account  for  a 
transaction  involving  an  account  covered  by  the  Act  to  be  a  violation  of  the  law. 

In  general,  fees  for  optional  services,  separate  from  the  general  features  of  the  account,  can  be 
charged. 

1.  What  checks  are  free  of  printing  charges? 

The  institution's  basic  line  of  checks  is  covered  by  the  18-65  law.  These  checks 
must  be  provided  free  of  charge  to  any  person  falling  within  the  protected 
categories  of  the  18-65  law. 
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2.  Does  a  "basic  check"  include  the  account  holder's  name  only? 

Yes.  Most  banks  and  merchants  now  require  the  drawer's  name  to  be  imprinted  on 
the  face  of  a  check  before  it  will  be  cashed  or  accepted.  Since  blank  checks  are 
not  generally  accepted,  all  18-65  account  checks  must  have  this  minimum  data 
imprinted  without  charge.  The  1 8-65  law.  however,  does  not  require  that  specially 
designed,  or  custom  checks  or  imprints  be  provided  to  18-65  customers.  If  these 
individuals  choose  these  special  design  features,  they  may  be  charged  the  full  price 
of  such  check  line. 

3.  Are  withdrawals  in  the  form  of  a  certified  check,  bank  check  or  money  order 
free  of  charge? 

Yes.  G.L.  c.  167D,  s.  2  specifically  prohibits  all  types  of  fees  or  charges  on  the 
accounts  of  protected  account  holders  for  the  normally  anticipated  transactions 
which  occur  for  the  basic  operation  of  such  accounts. 

4.  Are  fees  for  a  Stop  Payment  Order  prohibited? 
Yes.  See  Question  3. 

5.  Are  fees  for  wire  transfer  prohibited? 

Yes.  See  Question  3. 

6.  Are  fees  for  the  return  of  an  unpaid,  or  NSF,  check  drawn  on  the  accounts  of 
another  prohibited? 

Yes.  See  Question  3. 

7.  Are  fees  for  ATM  card  transactions  and  other  electronic  access  prohibited? 

No.  Fees  may  be  charged  if  the  use  of  an  ATM  or  other  electronic  access  is  an 
optional  account  feature.  Fees  would  be  prohibited,  however,  if  an  ATM  or  other 
electronic  access  is  the  only  permitted  means  of  access  to  the  protected  account. 

8.  Are  fees  for  traveler's  checks  prohibited? 

No.  It  is  the  position  of  the  Division  that  a  bank  may  charge  a  fee  against  such 
accounts  in  connection  with  the  purchase  of  traveler's  checks  because  it  involves  a  two- 
step  process:  1)  the  withdrawal  of  funds;  and  2)  the  purchase  of  checks.  The  issuance 
of  traveler's  checks  is  an  optional  service  made  available  by  some  banks  to  their 
customers  and  is  not  within  the  scope  of  the  fee  prohibition  set  forth  in  G.L.  c.  167D. 

9.  Are  fees  for  the  collection  of  foreign  drafts,  bond  coupons,  and  the  like  prohibited? 

No.  See  also  questions  7  and  8. 


86  RB  3.3-101 


D.  Notification  and  Registration 

The  statute  does  not  specify  a  process  whereby  a  bank  is  to  determine  those  depositors  eligible  for  the 
protection  afforded  by  this  law  and  questions  have  been  raised  as  to  how  this  should  be  accomplished. 

It  is  the  opinion  of  the  Division  that  a  bank  can  comply  with  the  provisions  of  this  Act  by  a  two  step 
process  consisting  of  notice  and  registration. 

1.  Must  notice  of  the  18-65  law  be  posted  in  all  of  the  bank's  offices? 

Yes.  A  notice  informing  customers  of  the  availability  of  18-65  protection  must  be 
posted  within  all  banking  offices.  The  location  and  size  of  such  notice  are  left  to  the 
discretion  of  bank  management.  All  notices,  however,  are  subject  to  examiner  review 
and  comment. 

2.  Must  there  be  an  annual  disclosure  of  the  18-65  law  to  all  depositors? 

Yes.  No  particular  form  of  annual  notice  is  specified  in  the  18-65  law  or  this  bulletin. 
An  annual  disclosure  placed  in  a  monthly  account  statement  would  be  deemed 
sufficient. 

3.  Must  there  be  ongoing  annual  disclosure  to  depositors  with  accounts  that  do  not 
receive  periodic  statements  (e.g.  passbook  account  holders)? 

No.  A  separate  annual  notice  mailing  is  not  required  for  passbook  accounts  which  do 
not  have  a  periodic  statement.  However,  a  bank  is  required  to  provide  sufficient 
notification  of  the  law  to  passbook  account  holders.  No  particular  form  of  notice  is 
prescribed.  Printing  or  affixing  a  label  on  the  passbooks  of  such  account  holders,  at 
account  opening  or  at  a  later  date,  along  with  the  conspicuous  posting  in  all  bank 
offices,  is  an  acceptable  option  for  a  bank  to  demonstrate  compliance  with  the  statute's 
notice  requirements. 

4.  Must  an  eligible  person  formally  notify,  or  register  with,  a  bank  in  order  to  obtain 
the  18-65  law's  benefits? 

Yes.  Anyone  eligible  for  an  1 8-65  account  has  the  burden  of  notifying  their  bank  of  his 
or  her  status.  A  bank  is  not  liable  for  any  fees  assessed  to  an  account  prior  to 
notification  or  registration.  A  bank  would  be  required  to  disclose  the  availability  of  the 
protection  when  eligible  depositors  were  opening  accounts. 

III.  HISTORICAL  NOTES 

This  bulletin  combines  and  adds  on  to  former  Administrative  Bulletin  24-1  issued  in  1984  and  former 
Administrative  Bulletin  24-2  issued  on  December  22,  1992. 

IV.  AUTHORITY 

G.L.  c.  167D,  s.  2. 
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Division  of  Banks 

Regulatory  Bulletin  4.1-101 

March  27,  1998 


Loans  &  Fees  to  Directors  and  Senior  Management  Employees 


I.  APPLICABILITY  AND  SCOPE 

The  purpose  of  this  bulletin  is  to  further  implement  the  loan  and  reporting  provisions  of  G.L.  c.  171,  ss.  20 
and  26.  It  is  also  designed  to  prohibit  certain  transactions  with  credit  union  insiders  which  may  promote 
conflicts  of  interest  that  impose  a  significant  threat  to  the  safety  and  soundness  of  individual  credit  unions. 
The  terms  and  conditions  of  this  bulletin  apply  to  any  extension  of  credit  or  fees  paid  to  the  directors  and 
certain  officers  of  a  credit  union  and  their  related  interests.  (See  RB2. 1-102,  Insider  Transactions,  for 
additional  guidelines.) 

II.  DEFINITIONS 

The  following  terms  shall  have  the  following  meanings  unless  the  context  otherwise  requires: 

Director.  Any  member  of  the  board  of  directors,  credit  committee  or  auditing  committee. 

Immediate  Family  Member.  A  parent,  stepparent,  spouse,  child,  stepchild  or  any  other  relative 
living  within  the  same  household. 

Related  Interests:  Any  individual  having  a  common  ownership,  investment  or  other  pecuniary 
interest  in  a  business  enterprise  with  an  official  or  a  senior  management  employee  or  with  an 
immediate  family  member  of  an  official  or  a  senior  management  employee.  The  term  shall  also 
include  immediate  family  members. 

Senior  Management  Employees.  The  president,  treasurer,  vice  presidents  and  such  other  officers 
established  under  G.L.c.  171, s.  15.  For  the  purpose  of  this  bulletin,  the  term  senior  management 
shall  also  include  members  of  their  immediate  families. 

III.  POLICY 

A.  Prohibited  Fees 

A  credit  union  shall  not  make  any  loan  or  extend  any  line  of  credit  if,  either  directly  or  indirectly, 
any  commission,  fee  or  other  compensation  is  to  be  received  by  the  credit  union's  officials,  senior 
management  employees,  loan  officers,  or  any  immediate  family  members  of  such  individuals,  in 
connection  with  underwriting,  insuring,  servicing,  or  collecting  the  loan  or  line  of  credit.  However, 
salary  for  employees  is  not  prohibited  by  this  section. 
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B.  Extensions  of  Credit  to  Directors  and  Senior  Management  Employees 

This  section  establishes  procedures  and  other  requirements  for  implementing  the  provisions  of  G.L. 
c.  171  ss.  20  and  26. 

1.  Initial  approval. 

All  applications  for  loans  or  lines  of  credit  on  which  an  director  or  a  senior  management 
employee  will  be  either  a  direct  obligor  or  an  endorser,  cosigner  or  guarantor  shall  be 
initially  acted  upon  by  either  the  board  of  directors,  the  credit  committee  or  loan  officer,  as 
specified  in  the  credit  union's  by-laws. 

2.  Board  of  Directors'  Review. 

The  board  of  directors  shall,  in  any  case,  review  and  approve  or  deny  any  application  on 
which  an  director  or  a  senior  management  employee  is  a  direct  obligor,  or  endorser, 
cosigner  or  guarantor.  Approval  of  a  loan  to  a  director  shall  require  a  two-thirds  vote  of 
the  other  directors  in  accordance  with  G.L.c.  171s.  20. 

3.  Non-preferential  treatment. 

The  rates,  terms  and  conditions  on  any  loan  or  line  of  credit  either  made  to,  or  endorsed  or 
guaranteed  by:  (a)  an  director  or  a  senior  management  employee;  (a)  an  immediate  family 
member  of  an  director  or  a  senior  management  employee;  or  (c)  any  related  interests  of 
such  director  or  senior  management  employee,  shall  not  be  more  favorable  than  the  rates, 
terms  and  conditions  for  comparable  loans  or  lines  of  credit  to  all  other  credit  union 
members. 

IV.  HISTORICAL  NOTES 

This  bulletin  replaces  Administrative  Bulletin  9-1  A,  which  was  issued  on  September  18,  1991. 

V.  AUTHORITY 

G.L.  c.  167,  s.  2;  and  G.L.  c.171,  ss.  20  and  26. 
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Division  of  Banks 

Regulatory  Bulletin  4.1-102 

March  27,  1998 


Investment  in  Foreign  Government  Bonds 


I.  APPLICABILITY  AND  SCOPE 

The  purpose  of  this  bulletin  is  to  clarify  which  countries  qualify  under  the  investment  authority  pursuant  to 
G.L.  c.  171  s.  67(s).  This  bulletin  applies  to  all  credit  unions. 

II.  POLICY 

A.  Background 

G.L.  c.  171,  s.  67(s)  expressly  authorizes  credit  unions  to  invest  in  "...bonds  of  governments  or 
countries  friendly  to  the  United  States  as  defined  by  the  United  States  Department  of  State."  The 
Division  has  determined  that  the  United  States  Department  of  State  (State  Department)  does  not 
formally  designate  or  identify  governments  or  countries  as  "friendly"  to  the  United  States.  The 
State  Department,  however,  does  identify  governments  or  countries  which  have  diplomatic 
relations  with  the  United  States.  Periodically,  it  also  makes  lists  of  such  countries  available  to  the 
public.  You  may  request  a  hard  copy  of  the  "Fact  Sheet"  entitled  "Independent  States  and 
Dependencies"  from  the  U.S.  Department  of  State  Bureau  of  Public  Affairs,  Office  of  Public 
Communication,  2201  C  Street  N.W.,  Washington,  D.C.  20520,  or  contact  the  State  Department 
at  (202)  647-6575. 

This  document  may  also  be  obtained  by  facsimile  machine.  Call  (202)  736-7720  to  receive  a 
facsimile  copy  on  demand  (document  #244). 

B.  Investment  Standards 

For  purposes  of  determining  compliance  with  G.L.  c.  171  s.67(s),  the  Division  considers  those 
governments  or  countries  identified  by  the  Department  of  State  as  having  diplomatic  relations  with 
the  United  States  to  be  "friendly"  as  the  term  is  used  in  the  law. 

This  determination  does  not  relieve  a  credit  union  of  the  responsibility  to  invest  in  suitable,  high 
quality  investments  made  in  accordance  with  prudent  and  sound  investment  practices.  Any  such 
investment  also  must  be  consistent  with  the  credit  union's  written  investment  policies  which  must 
expressly  authorize  this  type  of  investment  and  prescribe  aggregate  limitations  on  such 
investments.  A  credit  union  must  fully  consider  the  unique  currency,  political  and  other  risks 
inherent  in  investing  in  the  bonds  of  foreign  countries. 
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C.  Additional  Guidelines 

General  investment  guidance  is  provided  to  credit  unions  in  Part  703  of  the  NCUA  rules  and 
regulations.  While  these  regulations  do  not  expressly  govern  state-chartered  credit  unions,  certain 
investments  permitted  under  state  law,  and  not  authorized  for  federal  credit  unions,  may  require  the 
establishment  of  investment  reserves  under  the  NCUA's  accountmg  manual. 

III.  HISTORICAL  NOTES 

This  bulletin  replaces  Administrative  Bulletin  No.  9-6,  which  was  originally  issued  on  October  2,  1995. 

IV.  AUTHORITY 
G.L.  c.  171,  s.  67(s). 
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Division  of  Banks 

Regulatory  Bulletin  4.1-103 

March  27,  1998 


Fidelity  Bond  Coverage  Requirements 


i. 


APPLICABILITY  AND  SCOPE 


This  bulletin  is  issued  by  the  Division  of  Banks  (Division)  pursuant  to  G.L.  c.  171  s.  21.  which  provides 
that  mandatory  fidelity  surety  bond  coverage  for  certain  officers,  directors  and  employees  of  state-chartered 
credit  unions  shall  be  "...in  such  amounts  and  with  such  surety  or  sureties  and  conditions  as  the 
commissioner  may  prescribe." 

II.  POLICY 

A.  Minimum  Coverages 

The  following  minimum  fidelity  bond  requirements  are  effective  for  all  state-chartered  credit 
unions: 


Assets 

$1  to  $25,000 

$25,001  to  $100,000 

$100,001  to  $300,000 

$300,001  to  $500,000 

$500,001  to  $1,000,000 

$1,000,001  to  $50,000,000 

$50,000,001  to  $295,000,000 


Over  $295,000,000 


Minimum  Bond 

$10,000 

$25,000 

$50,000 

$75,000 

$100,000 

$100,000  plus  $50,000  for  each  million 

or  fraction  thereof  over  $  1 ,000,000 

$2,550,000    plus     $10,000    for    each 

million      or      fraction     thereof     over 

$50,000,000 

$5,000,000 


B.  Approved  Companies  and  Forms 

State-chartered  credit  unions  shall  only  obtain  fidelity  bond  coverage  from  companies  approved  by 
the  Division  and  on  standard  forms  approved  by  the  Division.  (See  Regulatory  Bulletin  1.1-103 
for  application  filing  procedures.) 
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C.  Recommendations 

The  Division  recommends,  but  does  not  require,  faithful  performance  coverage  for  all  directors, 
officers  and  employees.  Additional  bond  coverage  should  also  be  obtained  by  the  credit  union  if  its 
board  of  directors,  upon  an  annual  review,  determines  that  such  additional  protection  is  required  by 
conditions  peculiar  to  the  credit  union. 

D.  Reduction  in  Coverage 

The  Division's  prior  approval  must  be  obtained  for  any  reduction  in  fidelity  coverage. 

E.  Termination  of  Coverage 

All  fidelity  bonds  must  include  a  provision,  in  a  form  approved  by  the  Division,  requiring  written 
notification  by  the  surety  company  to  the  Division  (1)  when  the  bond  of  a  credit  union  is  terminated 
in  its  entirety;  or  (2)  when  bond  coverage  is  terminated,  by  issuance  of  a  written  notice,  on  an 
employee,  director,  officer,  audit  or  credit  committee  member.  Said  notification  shall  be  sent  to  the 
Division  and  shall  include  a  brief  statement  of  the  cause  for  termination. 

III.  HISTORICAL  NOTES 

This  bulletin  is  a  combination  of  Administrative  Bulletins  28-1  and  28-2.  Administrative  Bulletin  28-1, 
"Fidelity  Bond  Coverage  Requirements  for  State-Chartered  Credit  Unions",  was  originally  issued  on  May 
16,  1988.  Administrative  Bulletin  28-2,  ccNotice  of  Fidelity  Bond  Coverage  Termination",  was  originally 
issued  on  April  17,  1990. 

IV.  AUTHORITY 

G.L.  c.  171,  s.  21. 
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Division  of  Banks 

Regulatory  Bulletin  4.1-104 

March  27,  1998 


Membership  By-Law  Amendments 


I.  APPLICABILITY  AND  SCOPE 

The  terms  and  conditions  of  this  bulletin  govern  amendments  to  the  conditions  of  association  which  qualify 
persons  for  membership  in  a  state-chartered  credit  union.  Such  conditions  are  set  out  in  a  credit  union's 
by-laws  as  required  by  G.L.  c.  171.  s.  9.  Any  amendments  to  such  conditions  are  required  to  meet  the 
provisions  of  G.L.  c.  171,  s.  10  which  include  a  three-fourths  vote  of  the  members  present  and  entitled  to 
vote  and  the  approval  of  the  Division  of  Banks  (Division).  The  matters  addressed  herein  will  also  be 
helpful  to  those  seeking  to  establish  a  state-chartered  credit  union  pursuant  to  G.L.  c.  171,  s.  2. 

The  clarity  of  the  by-law  governing  membership  is  vital  to  a  credit  union  and  the  Division.  Since  the 
governance  of  a  credit  union  is  vested  in  its  membership,  there  must  be  certainty  as  to  eligibility  to 
participate  in  its  affairs.  From  a  regulatory  compliance  standpoint,  the  credit  union  must  be  able  to 
determine  to  whom  it  may  make  loans  and  receive  deposits  since  only  members  can  obtain  its  services. 

The  Division  has  issued  this  bulletin  to  assist  in  these  matters  and  to  facilitate  the  regulatory  approval 
process.  The  bulletin  supplements  and  provides  commentary  on  the  statutory  requirements  and  the 
application  procedures  necessary  to  complete  the  process  to  amend  the  membership  by-law. 

II.  POLICY 

A.  Procedural  Matters 

1.  Vote 

The  significance  of  the  by-law  on  membership  is  evidenced  in  statute  by  the  requirement 
that  a  change  necessitates  a  three-fourths  vote  of  the  membership  present  and  entitled  to 
vote  on  the  matter.  Concurrent  with  that  required  vote  is  the  expectation  that  the 
membership  is  knowledgeable  on  the  extent  of  the  changes  before  them.  It  is  the  position 
of  the  Division  that  such  knowledge  can  be  ensured  by  clear  language  and  defined  terms 
set  out  directly  in  the  by-law.  The  result  of  such  drafting  will  benefit  both  the  membership 
and  the  Division's  review  of  compliance  with  applicable  laws. 

2.  Meetings 

A  vote  on  a  membership  by-law  change  must  occur  at  the  credit  union's  annual  meeting  or 
at  a  special  meeting.   Notice  and  posting  and  or  publication  of  either  such  meeting  must 
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comply  with  other  provisions  of  G.L.  c.  171  as  well  as  any  by-laws  of  the  credit  union. 
Such  meetings  have  time  and  expense  considerations  which  are  recognized  by  the  Division. 
However,  prior  to  any  such  meeting  of  the  members  the  amendment  on  membership 
qualification  will  have  been  voted  on  favorably  by  the  credit  union's  board  of  directors 
(board). 

3.  Submission  to  the  Division 

In  the  past,  the  Division  has  not  accepted  for  review  membership  by-law  changes  solely  on 
the  vote  of  a  credit  union's  board.  That  position  was  based  on  the  fact  that  not  all 
statutory  requirements  had  been  met.  This  bulletin  changes  that  position  by  providing 
various  options  to  an  applicant  credit  union.  A  credit  union  may  seek  the  Division's 
approval  by  following  one  of  these  processes. 

a.  Option  1 

This  process  represents  the  existing  application  procedure  of  the  Division. 
Accordingly,  a  credit  union  proceeding  under  this  option  would  be  subject  to  the 
following: 

i.  A  three-fourths  vote  of  members  present  and  entitled  to  vote  on 

the  amended  membership  by-law  proposal  and  compliance  with 
all  other  provisions  of  law  and  the  credit  union's  by-laws; 

ii.  Submission  of  a  complete  application;  and 

iii.  Review  and  decision  by  the  Division. 

b.  Option  2 

i.  Board  vote  and  submission  of  amended  language; 

ii.  Review  but  not  approval  by  Division  with  comment  to  Credit 

Union; 

iii.  Submission  of  a  complete  application;  and 

iv.  Review  and  decision  by  Division. 

c.  Option  3 

i.  Board  vote;   submission  of  amended   language   and   complete 

application; 

ii.  Review  of  complete  filing  by  Division  requiring  changes  as 

necessary;  and 

iii.  Decision  by  Division. 
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A  credit  union  proceeding  under  Option  1  above  should  also  take  a  vote  of  the  membership  to 
amend  the  proposed  by-law  change  to  meet  the  comments  of  regulators  during  the  application 
process. 

Under  both  Options  2  and  3,  any  approval  granted  by  the  Division  will  be  conditioned 
upon  the  following: 

a.  the  subsequent  approval  of  a  three-fourths  vote  of  the  membership  of  the 
credit  union  present  and  entitled  to  vote  on  the  matter; 

b.  that  the  vote  of  the  membership  must  occur  within  one  year  from  the  date 
of  the  Division's  approval; 

c.  the  vote  must  occur  at  a  duly  called  annual  or  special  meeting  of  the 
membership  which  meets  all  requirements  of  law  and  the  by-laws  of  the 
particular  credit  union;  and 

d.  a  statement  of  the  clerk  of  the  credit  union  certifying  that  the  requirements 
of  (a)  to  (c)  inclusive,  above,  have  been  met  must  be  submitted  to  the 
Division,  as  soon  as  possible,  along  with  a  statement  of  the  number  of 
members  necessary  for  a  quorum,  the  number  of  members  present  and 
voting,  and  a  copy  of  the  notice  of  the  meeting  or  special  meeting  relative 
to  the  membership  by-law. 

All  submissions  for  a  change  to  the  membership  by-law  must  be  submitted  and  addressed  to  the 
Division.  As  is  the  standard,  existing  policy  of  the  Division,  a  credit  union  may  send  a  courtesy 
copy  to  any  staff  of  the  Division  it  chooses. 

4.  Effective  Date 

Under  G.L.  c.  171,  s.  10,  a  membership  by-law  provision  becomes  effective  upon 
compliance  with  applicable  law  and  approval  by  the  Division.  This  bulletin  establishes 
two  alternative  procedures,  to  the  standard  application  process,  for  obtaining  the 
Division's  approval,  however,  under  each  alternative,  such  approval  will  be  affirmatively 
conditioned  upon  the  subsequent  compliance  with  the  statutory  requirement  for  a 
membership  vote.  Accordingly,  upon  the  occurrence  of  a  membership  vote  in  favor  of  the 
amendment  which  meets  all  requirements  of  law,  the  by-law  will  become  operative. 

The  filings  required  under  Section  3  above  will  serve  only  to  evidence  to  the  Division  that 
statutory  compliance  has  been  attained  and  to  insure  that  the  records  of  the  Division  are 
complete  relative  to  the  transaction  and  the  by-laws  of  the  credit  union.  The  Division  reserves 
the  right  to  revoke  any  prior  approval  if  the  filings  under  said  Section  3  reflect  a  failure  to 
comply  with  all  applicable  provisions. 

5.  Application  Process 

a.  To  eliminate  issues  relating  to  when  a  membership  by-law  has  been 

submitted,  the  Division  will  adhere  to  the  following  provisions. 
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i.  A  formal,  complete  application  must  be  submitted  to  the  Division 

in  order  for  the  application  process  to  begin. 

ii.  The  application  process  will  be  deemed  to  begin  so  that  an 

application  is  listed  on  the  monthly  Activity  Report  as  follows: 

aa.  Under  Option  1 ,  upon  the  submission  of  an  application 
referenced  in  clause  (iii)  addressed  and  submitted  to  the 
Division 

bb.  Under  Option  2,  upon  the  submission  of  the  documents 
referred  to  in  clause  (i)  addressed  and  submitted  to  the 
Division 

iii.  The  following  acts  do  not  constitute  an  application: 

aa.         A  telephone  discussion  with  staff  of  the  Division 

bb.  The  mere  submission  of  a  letter  with  an  attached  vote  of 
the  board  of  directors 

Certain  changes  to  the  membership  by-law  provision  may  be  reviewed  by 
the  Division  and  determined  to  be  de  minimis  so  that  an  expedited 
application  process  may  be  applicable.  If  an  amendment  which  would  not 
significantly  change  the  conditions  which  qualify  a  person  for  membership 
in  the  credit  union  occur,  the  credit  union  should  write  directly  to  the 
Division  detailing  the  change  and  its  ramifications.  A  case  by  case  review 
of  such  requests  will  be  conducted  by  the  Division. 

Upon  the  submission  of  an  application  under  Options  1  or  2,  the  Division 
reserves  the  right,  as  it  does  on  all  applications,  to  determine  that  it  is 
incomplete;  complete;  or  sufficiently  complete  for  purpose  of  publication 
and  posting  of  notice.  If  an  application  is  determined  to  be  incomplete, 
the  applicant  will  be  notified  of  the  deficiencies  within  three  weeks  of  the 
submission  and  the  matters  determined  to  be  incomplete.  If  a  submission 
is  determined  to  be  complete  or  sufficiently  complete,  the  applicant  will  be 
notified  in  writing  and  the  application  listed  on  that  month's  Activity 
Report. 

Any  by-law  submission  which  violates  any  provision  of  this  bulletin  will 
be  denied  until  the  violation  is  corrected.  Additionally,  as  is  the  case  on 
all  applications,  the  Division's  decision  will  not  be  based  solely  on  the 
documents  submitted.  Internal  reports  on  the  operations  of  the  credit 
union  will  be  reviewed  by  the  Division  and  could  be  the  basis  of  a  denial 
or  a  deferral.  As  stated  in  Regulatory  Bulletin  2.3-101,  an  applicant's 
record  of  performance  under  the  Community  Reinvestment  Act  (CRA) 
will  also  be  a  factor  in  the  decision  process. 
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B.  Contents 

As  discussed  herein,  the  contents  of  the  membership  by-law  must  have  certainty  to  both  the  credit 
union  and  the  Division  in  order  to  obtain  the  dual  goals  of  membership  governance  and  compliance 
with  applicable  laws.  Accordingly,  the  language  used  should  be  clear  and  use  appropriate 
grammatical  punctuation.  All  terms  must  be  defined  within  the  by-law.  The  following  are 
examples  of  insufficiently  defined  terms: 

1.  Family  Relationships 

A  recurring  issue  concerns  an  intent  to  include  a  credit  union  member's  family  within  the 
eligibility  for  services  as  a  member  of  the  credit  union.  However,  family;  immediate  family;  or 
similar  wording  is  not  clear  since  the  degree  of  kinship  is  not  set  out.  Therefore,  all  specific 
relationships  intended  must  be  specifically  mentioned  such  as  spouse,  son,  daughter,  mother, 
father,  sister,  brother,  etc. 

2.  Geographical  References 

Similarly,  geographic  words  or  terms  must  be  precise.  References  to  the  "immediate  area" 
or  "Eastern  Massachusetts"  can  lead  to  questions  on  a  person's  eligibility  that  cannot  be 
resolved.  Such  terms  require  further  clarification  which  can  be  provided  by  a  listing  of 
individual  municipalities  or  a  larger  recognized  geographical  area  such  as  a  county. 

3.  Corporate  References 

The  most  problematic  issues  presented  to  the  Division  concern  terms  related  to  business 
relationships.  Various  submissions  have  included  references  to  "subsidiaries",  "affiliate", 
"spin-off,  "service  related",  "industry"  and  "successor"  without  any  definition  of  such 
terms  or  identification  of  a  corporate  organization  chart  or  agreement  which  would  clarify 
such  terms.  To  eliminate  the  problems  and  delays  created  by  such  undefined  terms  this 
bulletin  establishes  two  clear  alternatives  to  a  credit  union  seeking  to  amend  its  by-laws  to 
cover  such  possibilities. 

The  first  alternative  is  for  the  board  of  a  credit  union  to  define  each  such  term  within  the 
membership  by-law.  Those  definitions  would  be  reviewed  by  the  Division  on  a  case-by-case  basis 
and  resolution  of  the  definitions  would  occur  prior  to  the  membership  vote.  Subsequent  to  final 
approval  of  the  by-law  provision,  the  board  will  be  authorized  to  extend  membership  to  employees 
of  such  entities  if:  the  exact  term  is  identified;  the  board  is  able  to  articulate  specific  and  complete 
facts  which  reflect  that  the  entity  meets  an  applicable  defined  term  in  the  by-law;  and  the  record  of 
this  analysis  is  set  out  in  the  minutes  of  the  board's  meeting  on  this  matter. 

The  second  alternative  for  a  credit  union  is  to  specifically  list  by  name  each  company,  corporation, 
group  or  entity  to  be  covered  by  the  membership  by-law.  Under  this  option  any  additions  to  the 
listing  will  require  a  separate  vote  of  the  membership.  No  by-law  submission  will  be  approved, 
under  this  option  which  delegates  the  authority  to  add  entities  to  the  board  acting  alone. 
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C.  Other  Matters 

1.  Credit  Union  Employees 

Membership  in  a  credit  union  cannot  be  extended  or  made  available  to  employees  of  the 
credit  union  who  are  otherwise  not  so  eligible  without  following  the  procedures  set  out  in 
this  Bulletin.  Such  procedures  include  the  required  vote  of  the  membership  and  approval 
by  the  Division.  The  statute  does  not  grant  automatic  membership  to  such  employees. 

2.  Former  Employees. 

a.  Two  separate  and  distinct  situations  are  raised  under  this  category.  The 
matters  are  distinguishable  by  the  fact  of  whether  a  person  was  a  member 
of  the  credit  union  at  the  time  his  employment  ended.  This  bulletin 
addresses  each  situation  as  follows: 

i.  A  former  employee  who  was  a  member  of  the  credit  union  at  the 

time  his  employment  ended  remains  a  member  and  is  eligible  to 
remain  a  member  forever  or  until  his  membership  is  interrupted. 
The  Division  has  and  continues  to  recognize  the  doctrine  of  once  a 
member  always  a  member  whether  or  not  this  language  appears  in 
the  by-laws.  At  the  credit  union's  option  specific  language  on  this 
matter  may  be  included  in  the  membership  by-law. 

ii.  A  former  employee  who  was  not  a  member  of  the  credit  union  at 

the  time  his  employment  ended  is  not  eligible  for  membership  in  a 
credit  union  unless  the  membership  by-law  specifically,  and  not 
by  implication,  refers  to  the  eligibility  for  membership  by  former 
employees. 

b.  The  policy  set  out  in  (a)  above  is  also  applicable  to  issues  relating  to 
determinations  of  eligibility  of  retired  employees. 

3.  Joint  Accounts 

By  operation  of  law,  regardless  of  whether  it  is  stated  in  the  membership  by-law,  a  credit 
union  may  receive  deposits  in  the  name  of  a  member  on  a  joint  account  with  a  non- 
member.  Such  other  person  shall  not  be  deemed  a  member. 

D.  Prohibited  Practices 

1.  It  is  inconsistent  with  the  philosophy  of  a  credit  union  and  G.L.  c.  171  to 
distinguish  between  members  of  a  credit  union  in  any  way.  Therefore,  no  by-law 
submission  will  be  approved  which  contains  any  such  distinctions  or  refers  to 
members  as  full  members,  associate  members  or  any  other  such  terminology. 

2.  It  is  inconsistent  with  the  philosophy  of  a  credit  union  and  G.L.  c.  171  to 
distinguish  between  the  rights  of  members  of  a  credit  union.    Accordingly,  all 
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members  must  be  eligible  to  be  elected  to  the  board  of  directors  of  the  Credit 
Union,  provided  that  they  meet  all  other  requirements  of  applicable  law. 

III.  HISTORICAL  NOTES 

This  bulletin  was  first  issued  in  March  1995  as  Administrative  Bulletin  35-1. 

IV.  AUTHORITY 
G.L.  c.  171  ss.  2,  9  and  10. 
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Division  of  Banks 

Regulatory  Bulletin  4.2-101 

March  27,  1998 


Loan  Loss  Reserve  Requirements 


I.  APPLICABILITY  AND  SCOPE 

The  purpose  of  this  bulletin  is  to  set  forth  the  Division  of  Banks'  (Division)  official  statement  on  minimum 
regulatory  requirements  which  require  credit  unions  to  establish  and  maintain  adequate  loan  loss  reserves. 

II.  POLICY 

Statutory  loan  loss  reserve  requirements  for  credit  unions  are  found  in  G.L.  c.  171,  s.  69.  This  provision 
requires  a  credit  union  to  maintain  an  allowance  for  loan  losses  or  reserve  for  loan  losses  calculated 
according  to  generally  accepted  accounting  principles  or  as  otherwise  directed  by  the  Division.  The 
management  of  a  credit  union  is  responsible  for  establishing  and  maintaining  an  allowance  for  loan  losses 
(ALL)  that  is  adequate  to  absorb  estimated  losses  inherent  in  the  loan  portfolio.  Reserves  based  on 
historical  loss  data  are  often  an  inadequate  basis  for  calculating  such  reserves  during  volatile  economic 
periods.  Accordingly,  credit  unions  must  observe  the  following  standards  in  establishing  an  adequate 
allowance  for  loan  losses. 

The  current  authoritative  source  of  accounting  guidance  on  the  establishment  of  the  ALL  under  Generally 
Accepted  Accounting  Principles  (GAAP)  is  the  Financial  Accounting  Standards  Board's  Statement  No.  5 
(FAS  5)  titled  "Accounting  for  Contingencies".  FAS  5  states  in  summary  that  an  allowance  for  credit 
losses  should  be  established  when:  "(a)  it  is  probable  that  an  asset  had  been  impaired  or  a  liability  had  been 
incurred  at  the  date  of  the  financial  statements  and  (b)  the  amount  of  the  loss  can  be  reasonably  estimated." 
Accordingly,  credit  unions  are  required  to  adhere  to  FAS  5  in  the  establishment  of  such  a  reserve. 

Credit  unions  should  consider  the  following  factors  when  determining  the  adequacy  of  the  allowance  for 
loan  losses: 

A.  The  volume  and  mix  of  the  existing  loan  portfolio,  including  the  volume  and  severity  of 
non-performing  loans  and  adversely  classified  credits,  as  well  as  an  analysis  of  net  charge- 
offs  experienced  on  previously  classified  loans; 

B.  The  extent  to  which  loan  renewals  and  extensions  are  used  to  maintain  loans  on  a  current 
basis  and  the  degree  of  risk  associated  with  such  loans; 

C.  The  trend  in  loan  growth,  including  any  rapid  increase  in  loan  volume  within  a  relatively 
short  time  period; 
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D.  General  and  local  economic  conditions  affecting  the  collectibility  of  the  credit  union's 
loans; 

E.  Previous  loan  loss  experience  by  loan  type,  including  net  charge-offs  as  a  percent  of 
average  loans  over  the  past  several  years; 

F.  The  relationship  and  trend,  over  the  past  several  years,  of  recoveries  as  a  percent  of  the 
previous  year's  charge-offs;  and 

G.  Available  outside  information  of  a  comparable  nature  regarding  the  loan  portfolios  of  other 
credit  unions,  including  peer  group  credit  unions. 

At  a  minimum,  the  allowance  should  be  sufficient  to  cover  at  least  those  loans  classified  loss  in  the 
examination  report,  some  applicable  percentage  of  other  classified  loans,  and  an  estimate  of  potential  losses 
on  all  other  loans  in  the  portfolio. 

The  adequacy  of  loan  loss  reserves  will  be  carefully  reviewed  by  examiners  during  the  examination  process 
as  defined  under  G.L.  c.  167,  s.  2.  Examiners  will  determine  whether  credit  union  management  reviews  the 
adequacy  of  the  ALL  on  at  least  a  semi-annual  basis.  Credit  union  management  must  maintain  records  of 
its  allowance  evaluations.  Credit  unions  found  to  have  inadequate  loan  loss  reserves  will  be  required  to 
increase  such  reserves  by  making  a  charge  to  the  provision  for  loan  losses  expense  account. 

III.  HISTORICAL  NOTES 

This  bulletin  was  originally  issued  as  Administrative  Bulletin  2-1 A  on  September  18,  1991. 

IV.  AUTHORITY 

G.L.  c.  167,  s.  6;  G.L.  c.  171,  s.  69;  G.L.  c.  167.  s.  2. 
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Division  of  Banks 

Regulatory  Bulletin  4.2-102 

March  27,  1998 


Minimum  Regulatory  Capital  Standards 

I.  APPLICABILITY  AND  SCOPE 

This  bulletin  establishes  minimum  capital  requirements  for  state-chartered  credit  unions.  Capital  adequacy 
is  an  essential  component  in  determining  the  safety  and  soundness  of  a  credit  union.  The  following 
rninimum  capital  standards  have  been  effective  since  January  1,  1993. 

II.  DEFINITIONS 

The  following  words  shall,  unless  the  context  otherwise  requires,  have  the  following  meanings: 

Capital.  A  credit  union's  surplus  and  undivided  earnings,  as  well  as  the  "regular  reserve" 
mandated  by  12  U.S.C.  1762  and  12  CFR  702.2.  Capital  does  not  include:  (a)  loan  loss  reserves; 
(b)  investment  reserves;  or  (c)  assets  classified  as  loss  during  an  examination  conducted  under  G.L. 
c.  167,  s.  2  to  the  extent  they  are  not  reserved  for  in  clauses  (a)  and  (b). 

Division:  The  Division  of  Banks,  including  the  Commissioner  of  Banks. 

Credit  Union:  A  credit  union  as  defined  by  G.L.  c.  171,  s.  1  and  is  subject  to  supervision  and 
examination  by  the  Division. 

III.  POLICY 

A.  Minimum  Capital  Standards 

1 .  All  credit  unions  shall  maintain  adequate  capital  levels  as  specified  in  this  bulletin. 

2.  The  minimum  capital  requirement  for  a  fundamentally  sound,  well  run  credit  union 
shall  consist  of  a  capital  to  total  assets  ratio  of  three  percent  (3%). 

3.  A  higher  minimum  capital  level  may  be  imposed  by  the  Division  for  those  credit 
unions  whose  financial  history  or  condition,  managerial  resources,  and/or  future 
earnings  prospects  are  not  adequate,  or  where  the  credit  union  has  sizable  funding 
risks,  excessive  interest  rate  risk  exposure,  or  a  significant  volume  of  assets 
classified  substandard,  doubtful  or  loss. 
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B.  Inadequate  Capital  Levels 

1 .  A  credit  union  operating  with  less  than  the  minimum  capital  requirement,  required 
by  Section  A,  does  not  have  adequate  capital  and  therefore  has  inadequate 
financial  resources. 

2.  Any  credit  union  operating  with  an  inadequate  capital  structure,  and  therefore 
inadequate  financial  resources,  may  not  receive  approval  for  any  application 
requiring  the  Division's  approval. 

3.  A  credit  union  having  less  than  the  minimum  capital  requirement  shall,  within  60 
days  of  the  date  as  of  which  it  fails  to  comply  with  the  capital  requirements, 
submit  to  the  Division  for  review  and  approval  a  reasonable  plan  describing  the 
means  and  timing  by  which  the  credit  union  shall  achieve  its  minimum  capital 
requirement. 

4.  The  Division,  in  its  discretion,  may  approve  an  application  if  it  finds  that  the 
applicant  has  committed  to  and  is  in  compliance  with  a  reasonable  plan  to  meet  its 
minimum  leverage  capital  requirements  within  a  reasonable  period  of  time. 

C.  Unsafe  and  Unsound  Conditions 

1 .  Any  credit  union  with  a  capital  to  total  assets  ratio  that  is  less  than  two  percent 
(2%)  is  deemed  to  be  operating  in  an  unsafe  and  unsound  condition  which  may 
result  in  the  imposition  of  remedial  measures  under  Section  D. 

2.  A  credit  union  with  a  capital  to  total  assets  ratio  of  less  than  two  percent  (2%) 
which  has  entered  into  and  is  in  compliance  with  a  written  agreement  with  the 
Division  to  increase  its  capital  ratio  to  such  level  as  the  Division  deems 
appropriate  and  to  take  such  other  actions  as  may  be  necessary  for  the  credit  union 
to  be  operated  in  a  safe  and  sound  manner,  will  not  be  subject  to  remedial 
measures  under  Section  D  on  account  of  its  capital  ratios. 

D.  Remedial  Measures 

The  Division,  in  his  discretion,  may  exercise  his  authority  under  G.L.  c.  167,  ss.  3,  22  and  26A, 
and/or  Chapter  294  of  the  Acts  of  1961,  as  amended,  to  correct  or  resolve  any  credit  union's 
failure  to  comply  with  the  provisions  of  this  bulletin. 

IV.  HISTORICAL  NOTES 

This  bulletin  replaces  Administrative  Bulletin  32-1  originally  issued  on  September  18,  1991. 

V.  AUTHORITY 

G.L.  c.  167,  s.  2;  St.1961,  c.  294,  as  amended. 
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Division  of  Banks 

Regulatory  Bulletin  4.2-103 

March  27,  1998 


Residential  Mortgage  Loan  Underwriting 


I.  APPLICABILITY  AND  SCOPE 

The  purpose  of  this  bulletin  is  to  ensure  that  credit  unions  making  residential  mortgage  loans  pursuant  to 
G.L.  c.  171,  s.  65  adhere  to  sound  underwriting  practices.  This  bulletin  applies  to  all  credit  unions. 

II.  POLICY 

A.  Written  Loan  Policies 

All  residential  mortgage  loans  made  under  G.L.  c.  171,  s.  65  must  conform  to  comprehensive 
written  loan  policies  previously  approved  and  dated  annually  by  the  credit  union's  Board  of 
Directors.  Such  policies  should,  at  a  minimum,  meet  the  specific  statutory  requirements  of 
G.L.  c.  171,  ss.  65-66. 

A  credit  union's  written  policy  shall  also  contain  the  following: 

1 .  Detailed  underwriting  guidelines  consistent  with  the  requirements  of  the  Federal 
National  Mortgage  Association  ("FNMA"),  the  Federal  Home  Loan  Mortgage 
Corporation  ("FHLMC"),  or  another  established  secondary  market  participant; 

2.  Detailed  loan  processing  guidelines  consistent  with  the  requirements  of  FNMA, 
FHLMC  or  another  established  secondary  market  participant; 

3 .  Specific  types  of  real  estate  loans  that  will  be  offered; 

4.  The  percentage  of  credit  union  assets  that  will  be  invested  in  real  estate  loans  by 
type.  Such  allocation  shall  be  consistent  with  prudent  asset/liability  management 
principles  and  policies; 

5.  Procedures  for  offering  residential  mortgage  loans  for  sale  in  the  secondary- 
mortgage  market; 

6.  Minimum  qualifications  and  experience  of  personnel  involved  in  granting  and 
administering  real  estate  loans,  and  business  loans  in  particular; 
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7.  Procedures   for   monitoring   quality   control    standards   addressing   the   credit, 
collateral,  and  interest  rate  risk  within  the  real  estate  loan  portfolio; 

8.  Mortgage  loan  pricing  methods  and  policies  that  are  consistent  with  current 
market  conditions  and  the  credit  union's  ability  to  offer  competitive  products;  and, 

9.  Procedures  for  the  prompt  resolution  of  Other  Real  Estate  Owned  or  Foreclosed 
Real  Estate. 

B.  Portfolio  Loans 

Notwithstanding  the  policy  requirements  specified  in  Section  11(A)  above,  a  credit  union  may,  with 
the  approval  of  its  board  of  directors,  incorporate  provisions  in  its  loan  policies  authorizing  the 
writing  of  residential  mortgage  loans  not  fully  consistent  with  the  requirements  of  FNMA, 
FHLMC,  or  other  secondary  market  participants  to  an  aggregate  amount  not  to  exceed  10%  of 
total  real  estate  loans. 

These  portfolio  loans,  so  called,  may  be  written  with  the  intent  to  hold  them  in  the  credit  union's 
real  estate  loan  portfolio,  and  may  be  designed  to  meet  the  distinct  credit  needs  of  low  to  moderate 
income  members  who  may  not  fully  qualify  under  FNMA,  FHLMC,  or  other  secondary  market 
participants'  guidelines.  All  portfolio  loans,  however,  must  meet  the  statutory  requirements  of 
G.L.  c.  171,  ss.  65  and  66. 

This  policy  exception  should  allow  a  credit  union  to  maintain  competitiveness  in  its  market  area, 
serve  its  members  better,  and  improve  its  record  of  performance  under  G.L.  c.  167,  s.  14  and  209 
CMR  46.00,  the  Massachusetts  Community  Reinvestment  Act. 

C.  Enforcement 

Examiners  will  carefully  review  credit  union  loan  policies  for  completeness  and  compliance  with 
this  bulletin  during  the  annual  examinations  conducted  under  G.L.  c.  167,  s.  2.  Credit  unions 
having  deficient  loan  policies  will  be  required  to  revise  their  loan  policies  to  address  examiner 
criticisms. 

III.  HISTORICAL  NOTES 

This  bulletin  replaces  Administrative  Bulletin  33-1  originally  issued  on  September  18,  1991  and  revised  in 
March  1995. 

IV.  AUTHORITY 

G.L.  c.  167,  s.  6;  G.L.  c.171,  ss.  65  and  66. 


106  RB  4.2-103 


Division  of  Banks 

Regulatory  Bulletin  4.3-101 

March  27,  1998 


Adjustable  Rate  Personal  Loans 


I.  APPLICABILITY  AND  SCOPE 

This  bulletin  authorizes  state-chartered  credit  unions  to  make  adjustable  rate  personal  (also  referred  to 
herein  as  ARP)  loans  and  describes  the  conditions  and  restrictions  governing  these  loans. 

An  adjustable  rate  personal  loan  has  features  —  usually  the  payment,  the  term,  or  the  principal  balance  ~ 
which  can  change  to  reflect  a  change  in  the  interest  rate.  The  interest  rate  can  change  at  previously 
scheduled  intervals  to  reflect  the  movement  of  a  regional  or  national  index  measuring  prevailing  market 
rates  and  conditions  in  accordance  with  rules  and  procedures  specified  in  the  loan  product  description  and 
contract  documents.  The  conditions  and  restrictions  herein  identify  parameters  to  the  selection  of  those 
rules  and  procedures. 

II.  POLICY 

A.  Adjustable  Rate  Personal  Loan  Price  Structure 

1.  General  Description 

All  adjustable  rate  personal  loan  prices,  or  interest  rates,  must  be  on  the  sum  of  the  value 
of  a  specific  index  at  a  particular  point  in  time  plus  a  margin.  The  credit  union  may  select 
the  point  in  time  during  the  application  process  that  the  index  is  fixed  and  the  initial 
interest  rate  of  the  loan  is  set  or  may  allow  the  borrower  to  do  so.  The  term  "application 
process"  includes  the  time  between  the  submission  of  a  completed  loan  application  and 
payout  of  the  proceeds.  The  margin  selected  may  be  a  positive  number,  a  negative  number, 
or  zero. 

2.  Index 

A  credit  union  may  use  as  an  interest  rate  index  any  regional  or  national  measure  of 
market  rates  of  interest.  The  index  used  may  be  either  a  single  value  as  of  a  particular 
date  or  a  moving  average  of  a  particular  measure  of  rate  change  over  a  particular  period  of 
time.  In  either  case,  the  index  selected  must  be  readily  available  to  and  verifiable  by  the 
borrower  and  beyond  the  control  of  the  credit  union. 

In  selecting  an  index  for  a  particular  adjustable  rate  personal  loan  product,  the  credit  union 
will  identify  the  name  of  the  index  and  the  name  of  the  publication  where  it  can  be  found  in 
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the  note.  The  term  "most  recently  available  index"  will  mean  that  value  most  recently 
published  in  the  designated  publication  prior  to  the  rate  setting  or  rate  adjustment  time. 

3.  Margin 

A  credit  union  may  choose  any  number  of  percentage  points  to  add  to  the  index  value  as  a 
margin  at  the  time  the  adjustable  rate  personal  loan  product  is  designed.  The  chosen 
margin  is  integral  both  to  the  structure  of  the  ARP  loan  product  design  and  any  one  loan 
and  must  remain  constant. 

4.  Amortization  Requirements 

The  loan  may  be  fully  amortized,  partially  amortized,  or  non-amortized  as  allowed  by  G.L. 
c.  171,  s.  59. 

5.  Introductory  Discounts 

A  credit  union  may  offer  an  ARP  loan  where  the  initial  interest  rate  on  the  loan  is  less  than 
the  sum  of  the  most  recently  available  index  value  plus  the  margin,  but  only  when  no  cash 
payment  has  been  made  to  reduce  the  interest  rate.  In  that  case,  the  initial  rate  is 
determined  to  be  an  "introductory  discount"  and  must  be  referred  to  as  such  in  all 
advertising  and  promotional  materials  along  with  information  about  the  regular  price  of  the 
loan  and  information  regarding  the  terms.  In  no  case  may  the  amount  of  interest  discounted 
at  origination  be  carried  over  or  deferred  to  a  future  adjustment. 

B.  Adjustable  Rate  Personal  Loan  Options 

1.  General  Description 

The  ARP  price  structure  (the  most  recently  available  index  value  plus  the  margin)  may  be 
modified  either  at  origination  or  at  the  time  of  rate  adjustment  according  to  rules  and 
procedures  specified  by  any  of  the  following  permissible  loan  options  if  included  in  the 
note  at  origination. 

2.  Rate  Caps 

A  credit  union  may  choose  to  limit  the  amount  that  the  interest  rate  on  an  adjustable  rate 
personal  loan  product  may  change  at  each  adjustment  and/or  over  the  life  of  the  loan.  The 
caps  may  be  applied  to  either  the  base  interest  rate  or  the  introductory  rate,  but  the  chosen 
method  and  maximum  capped  rate  must  be  clearly  identified  in  the  note.  Each  payment 
adjustment  should  be  considered  separately  from  every  other  adjustment  and  should  be 
independently  calculated  as  required  in  Section  11(C)(3)(a)  of  this  bulletin  before  being 
modified  by  the  periodic  rate  cap. 

3.  Payment  Caps 

Increases  in  the  monthly  loan  payment  that  are  indicated  by  increases  in  the  interest  rate  of 
the  loan  may  be  limited  by  per  adjustment  payment  caps. 
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If  negative  amortization  results,  the  loan  balance  may  increase  by  that  same  amount  up  to 
maximum  loan-to-value  limitations  permitted  by  law.  As  an  alternative  to  negative 
amortization,  the  term  of  the  loan  may  be  extended  up  to  the  maximum  term  allowed  by 
law. 

4.  Convertibility 

An  adjustable  rate  personal  loan  may  include  a  provision  allowing  the  borrower  to  elect  to 
convert  the  ARP  loan  from  an  adjustable  rate  to  a  fixed  rate  loan.  No  fees  may  be  charged 
for  exercising  a  loan  conversion  option. 

Interest  Rate  Adjustment:  Calculation  And  Notification 

1.  General  Requirement 

Any  change  made  in  the  interest  rate  on  an  ARP  loan  over  the  life  of  the  loan  must  be 
directly  attributable  to  the  movement  of  the  index  in  accordance  with  a  formula  specified  in 
the  original  note.  The  exception  is  discussed  in  Section  11(D)(2)  of  this  bulletin.  No  fees 
may  be  charged  in  connection  with  an  adjustment. 

2.  Adjustment  Interval 

The  minimum  adjustment  interval  permitted  by  statute  is  six  months.  All  adjustment 
intervals  should  be  of  equal  length,  except  that  the  first  adjustment  interval  may  be  of 
unequal  length  if  necessary  to  establish  a  master  adjustment  schedule. 

3.  Adjustment  Calculation 

The  adjustment  calculation  must  be  based  on  the  most  recently  available  index  as  defined 
in  Section  11(A)(2)  of  this  bulletin.  The  adjustment  calculation  should  include  the 
following: 

a.  New  Index  Value  +  Margin  =  New  Base  Rate. 

b.  The  new  base  rate  calculated  in  Section  11(A)  above  should  be  modified  if 
required  by  any  selected  loan  options  as  discussed  in  Section  11(B)  of  this 
bulletin. 

c.  Adjustments  made  to  the  payment,  loan  balance,  or  term  due  to  the  rate 
change  as  provided  for  in  the  loan  design  and  loan  documents  should  be 
calculated.  If  negative  amortization  will  result,  the  principal  balance  at 
the  time  of  the  next  scheduled  adjustment  will  be  included  in  the  notice 
required  in  Section  11(C)(4)  of  this  bulletin. 

All  rounding  must  be  to  the  nearest  one-eighth  percent  at  the  conclusion  of  the  adjustment 
calculation.  No  minimum  index  movement  may  be  required  to  justify  a  rate  adjustment 
calculation.  Rate  increases  are  optional;  rate  decreases  are  mandatory,  within  limits  permitted 
by  applicable  rate  caps. 
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4.  Timing  and  Notice  of  Adjustment 

The  Adjustment  Calculation  shall  be  based  on  the  most  recently  available  index  on  a  fixed 
number  of  days,  at  least  30  but  not  more  than  60  days,  prior  to  the  interest  rate  change 
date.  The  number  of  days  selected  shall  be  included  in  the  loan  note.  A  written  notice 
shall  be  mailed  to  the  borrower  prior  to  the  scheduled  adjustment  and  shall  include  all  of 
the  details  of  the  adjustment  calculation  required  in  Section  11(C)(3)  of  this  bulletin, 
including  actual  mathematical  calculations. 

5.  Index  Replacement 

If  the  selected  index  ceases  to  be  available  during  the  life  of  the  loan,  another  index  of 
approximately  the  same  volatility  shall  be  selected  by  the  credit  union.  In  these  cases  the 
margin  specified  in  the  loan  documents  will  be  rendered  inapplicable,  and  the  value  of  the 
substitute  index  at  the  time  the  loan  was  originated  will  be  identified  and  subtracted  from 
the  base  interest  rate  to  calculate  the  replacement  margin.  The  index  and  the  replacement 
margin  will  be  used  calculating  subsequent  interest  rate  adjustments.  All  originally 
selected  loan  options  shall  remain  in  effect. 

D.  Payment  Adjustment:  Calculation  And  Notification 

1.  Connected  with  Rate  Change 

Payment  adjustments  which  are  directly  attributable  to  rate  changes  shall  be  made  in 
accordance  with  the  procedures  set  out  in  Section  C  of  this  bulletin. 

2.  Connected  with  Amortization  Requirements 

Payment  adjustments  made  necessary  either  to  meet  requirements  to  fully  amortize  a  loan 
after  a  certain  period  of  time  or  because  the  limitations  on  negative  amortization  provided 
for  in  Section  11(B)(3)  of  this  bulletin  have  been  reached,  may  take  place  with  at  least  30 
days  notice  to  the  borrower.  Such  notification  shall  be  in  writing  and  shall  contain  a  full 
explanation  of  the  circumstances  that  have  led  to  the  payment  change  and  how  long  that 
payment  will  be  in  effect. 

E.  Product  Design  And  Application  Processing 

1.  Designing  an  ARP  Loan  Product 

Any  unique  combination  of  the  elements  of  an  adjustable  rate  personal  loan  discussed  in 
Sections  A,  B,  and  C  of  this  bulletin,  constitutes  a  singular  loan  product.  Once  selected, 
all  of  these  elements  are  fixed.  Each  separate  loan  product  must  then  be  separately 
identified  by  name  or  number.  The  loan  application  and  the  note  shall  include  this 
identification.  If  any  element  of  the  loan  product  changes,  the  result  is  a  different  loan 
product  which  must  have  its  own  name  or  number. 

The  actual  numeric  interest  rate  on  the  loan  is  not  one  of  the  elements  that  is  fixed  at  the 
time  of  product  design.   Rather,  the  method  by  which  the  interest  rate  will  be  established 
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and  the  time  at  which  the  actual  interest  rate  will  be  determined  is  the  product  design 
element  that  must  remain  constant. 

2.  ARP  Application  Processing 

For  the  purpose  of  establishing  exactly  which  loan  product  the  consumer  is  applying  for, 
all  application  forms  for  adjustable  rate  personal  loans  shall  have  spaces  provided  for  the 
identification  of  the  specific  loan  product  being  requested.  Credit  unions  may  establish 
their  own  requirements  for  what  constitutes  a  completed  application  under  these  guidelines. 

III.  HISTORICAL  NOTES 

This  bulletin  was  originally  issued  as  Administrative  Bulletin  27-1  on  October  13,  1986. 

IV.  AUTHORITY 
G.L.  c.  171,  s.  59(6). 
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Division  of  Banks 

Regulatory  Bulletin  5.1-101 

March  27,  1998 


Enforcement  Policy  for  Unlicensed  Entities 


I.  APPLICABILITY  AND  SCOPE 

This  bulletin  sets  forth  the  Division's  enforcement  policies  relative  to  unlicensed  mortgage  lenders  and 
mortgage  brokers  who  are  otherwise  subject  to  G.L.  c.  255E,  the  Commonwealth's  Mortgage  Lender  and 
Broker  Licensing  Act.  The  policy  statement  specifies  the  regulatory  sanctions  and  procedures  the  Division 
will  employ  to:  (a)  require  unlicensed  mortgage  lenders  and  brokers  to  cease  operating;  (b)  to  require  the 
immediate  licensing  of  such  unlicensed  entities;  (c)  to  publicize  the  identities  of  such  unlicensed  entities  to 
the  general  public  and  the  mortgage  lending  industry;  (d)  to  publicize  the  identities  of  those  formerly 
licensed  mortgage  lenders  and  brokers  whose  licenses  are  not  renewed  at  the  annual  renewal  date  for  any 
reason;  and,  (e)  to  reiterate  the  sanctions  facing  such  unlicensed  entities  as  well  as  licensed  entities  which 
do  business  with  an  unlicensed  mortgage  lender  or  broker. 

The  purpose  of  this  policy  statement  is  to  protect  the  Commonwealth's  consumers  by  eliminating  or 
restricting  the  ability  of  unlicensed  mortgage  lenders  and  mortgage  brokers  to  conduct  business  in  violation 
of  G.L.  c.  255E  and  its  implementing  regulations  209  CMR  42.00  et  seq.,  as  well  as  other  applicable  laws. 
G.L.  c.  255E  clearly  is  designed  to  prohibit  unlicensed  persons  or  entities,  unless  otherwise  specifically 
exempt,  from  acting  as  mortgage  lenders  and/or  brokers  in  residential  mortgage  loan  transactions.  The 
statute  permits  the  granting  of  licenses  to  only  those  individuals  or  entities  that  possess  the  requisite 
financial  responsibility,  character,  reputation  and  fitness. 

These  licensing  standards  are  intended  to  ensure  that  licensed  mortgage  lenders  and  brokers  will  operate 
their  businesses  honestly,  fairly,  soundly  and  in  the  public  interest.  The  Division's  implementing 
regulations,  209  CMR  42.00  et  seq.,  further  protect  consumers  by  safeguarding  prepaid  mortgage  loan 
related  fees,  and  ensuring  compliance  with  all  applicable  state  and  federal  consumer  protection  laws  and 
regulations  through  the  licensing  and  the  on-site  inspection/examination  process.  The  failure  or 
unwillingness  of  any  person  or  entity  to  comply  with  the  Act's  licensing  and  substantive  provisions  exposes 
consumers  to  unnecessary  risk  of  financial  loss  and  potentially  abusive  mortgage  lending  practices.  The 
Division,  therefore,  issues  the  following  policy  to  ensure  that  Massachusetts  consumers  receive  the  benefits 
of  licensing  and  other  safeguards. 

II.  POLICY 

A.  Unlicensed  Mortgage  Lenders  and  Brokers 

1 .  It  is  unlawful  for  any  person  or  entity  to  act  as  a  mortgage  lender  and/or  broker 

without  a  valid  license  issued  by  the  Division,  unless  such  person  or  entity  is 


112  RB  5.1-101 


expressly  exempt  from  such  licensing  by  G.L.  c.  255E,  s.  2.   {See  also  209  CMR 
42.05  and  42.08.) 

2.  Any  person  or  entity  who,  based  upon  information  from  whatever  source  deemed 
reliable,  is  suspected  by  the  Division  of  engaging  in,  or  advertising,  unlicensed 
mortgage  lender  or  broker  activities  shall  be  ordered  in  writing  to  immediately 
cease  engaging  in  such  activity  until  such  person  or  entity: 

a.  Demonstrates  to  the  Division's  satisfaction  their  exempt  status;  or 

b.  Applies  for  and  obtains  a  license(s)  from  the  Division  under  G.L.  c.  255E 
and  209  CMR  42.00. 

3.  Any  person  or  entity  who  fails  to  comply  with  the  requirements  of  the  preceding 
paragraph,  within  the  time  periods  specified  by  the  Division,  shall  be  subject  to 
any  and  all  of  the  following  remedial  actions: 

a.  Such  person's  or  entity's  name  address  and  other  pertinent  information 
regarding  their  unlicensed  status  shall  be  published  in  a  periodic  public 
advisory  issued  by  the  Division  to  the  general  media,  mortgage  and 
banking  industry  trade  groups  and  individual  licensed  mortgage  lenders 
and  brokers; 

b.  The  Division  shall  refer  the  matter  to  the  Attorney  General  for 
enforcement  and  the  imposition  of  civil  or  criminal  penalties  pursuant  to 
G.L.  c.  255E,  ss.  9-10;  and 

c.  Any  pending  application  for  a  mortgage  lender  or  a  broker  license  may  be 
denied  under  G.L.  c.  255E,  s.  4,  as  such  non-compliance  constitutes 
evidence  or  grounds  for  determining  that  the  applicant  lacks  the  requisite 
character,  reputation  and  fitness  to  be  licensed  under  the  Act. 

4.  Any  person  or  entity  whose  mortgage  lender  or  broker  license  is  not  renewed  at  the 
annual  renewal  date  for  any  reason  shall  have  their  name,  address  and  other 
pertinent  information  published  as  specified  above  in  Section  11(A)(3)(a)  and  shall 
be  subject  to  the  remedial  measures  specified  in  Section  II(A)(3)(b)-(c)  of  this 
bulletin. 

B.  Mortgage  Lenders  and  Brokers  Doing  Business  with  Unlicensed  Entities 

1 .  It  is  unlawful  for  any  licensed  mortgage  lender  and/or  broker  to  conduct  business 

with  a  person  or  entity  which  should  be  licensed  under  G.L.  c.  255E  and  which  it 
knows  or  should  know  is  an  unlicensed  mortgage  lender  or  broker.  Such  activity 
constitutes  an  unfair  or  deceptive  act  for  a  mortgage  broker  or  mortgage  lender 
under  940  CMR  8.06(9),  an  expressly  prohibited  practice  under  the  Office  of  the 
Attorney  General's  Mortgage  Brokers  and  Mortgage  Lenders  Regulations,  issued 
pursuant  to  G.L.  c.  93A,  the  Commonwealth's  Consumer  Protection  Act.  A 
licensee  is  deemed  to  have  knowledge  of  the  unlicensed  status  of  a  mortgage  lender 
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and/or  broker  if  an  advisory  is  issued  by  the  Division  under  Section  11(A)(3)(a) 
and  Section  11(A)(4)  of  this  bulletin. 

2.  Pursuant  to  209  CMR  42.09(1),  all  licensed  mortgage  lenders  and  brokers  are 
required  to  maintain  records  and  internal  controls  and  policies  that  verify  the 
licensing  or  exempt  status  of  all  mortgage  lenders  or  brokers  with  whom  they  do 
business.  Failure  to  do  so,  shall  constitute  an  unsound  practice  and  shall 
constitute  a  violation  of  209  CMR  42.04(2)(b)  or  209  CMR  42.07(2)(b),  as 
applicable. 

3 .  Any  licensed  mortgage  lender  or  broker  who  fails  to  comply  with  the  requirements 
of  the  preceding  two  (2)  paragraphs  shall  be  subject  to  any  and  all  of  the  following 
remedial  actions: 

a.  License  suspension  or  revocation  under  G.L.  c.  255E,  s.  6; 

b.  The  issuance  of  a  cease  and  desist  order  under  G.L.  c.  25 5 E,  s.  7;  and 

c.  Referral  of  the  matter  to  the  Attorney  General  for  enforcement  and  the 
imposition  of  civil  or  criminal  penalties  and  fines  pursuant  to  G.L.  c. 
255E,  ss.  9-10. 

III.  HISTORICAL  NOTES 

This  bulletin  was  first  issued  on  November  13,  1997  as  Administrative  Bulletin  37-1 . 

IV.  AUTHORITY 

G.L.  c.  255E,  ss.  2,  6,  7,  9  and  10;  940  CMR  8.00. 
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